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SMALL  BUSINESS  ADMINISTRATION  PRO- 
GRAMS TO  ASSIST  THE  NEW  ENGLAND 
FISHING  INDUSTRY 


MONDAY,  APRIL  10,  1995 

House  of  Representatives, 
Subcommittee  on  Government  Programs, 

Committee  on  Small  Business, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  9:16  a.m.,  at  City 
Hall,  Fred  B.  Kyrouz  Auditorium,  9  Dale  Avenue,  Gloucester,  Mas- 
sachusetts, the  Honorable  Peter  G.  Torkildsen  (chairman  of  the 
subcommittee),  presiding. 

Chairman  Torkildsen.  Good  morning,  everyone.  The  Sub- 
committee on  Government  Programs  of  the  Small  Business  Com- 
mittee will  come  to  order. 

I  would  like  to  start  off  by  thanking  my  colleague.  Congressman 
Jim  Longley  from  Maine,  for  traveling  here  today.  I  would  like  to 
also  thank  the  upcoming  panels  of  witnesses  and,  of  course,  all  of 
you  who  are  attending. 

This  hearing  will  identify  specific  problems  facing  fishing  fami- 
lies, which  are  also  small  businesses  and  can  be  addressed  by  the 
SBA's  rule,  and  assisting  the  fishing  industry  and  related  small 
business. 

As  we  all  know,  much  of  the  fishing  industry  is  comprised  of 
small  businesses — fishermen,  dock  owners,  processors,  transport- 
ers, exporters,  mechanics,  outfitters,  and  many  others.  Each  one  of 
these  businesses  have  been  adversely  affected  by  over-fishing,  the 
emergency  closure  of  Georges  Bank  and  other  Federal  restrictions 
on  fisning. 

In  December  1994,  the  Clinton  administration  closed  Georges 
Bank  for  90  days.  The  closure  has  since  been  extended  until  June 
1995.  Further  regulations  may  be  recommended  by  the  New  Eng- 
land Fisheries  Council  which  could  continue  that  closure. 

Total  closure  of  Georges  Bank  without  long-range  planning  is  an 
unworkable  solution  to  the  problem.  We  need  a  comprehensive 
long-term  plan  which  identifies  a  multifaceted  approach  to  replen- 
ish fishing  stocks  and  assist  small  business  in  promoting  new  mar- 
kets for  under-utilized  species  and  also  aquaculture.  There  is  a  cri- 
sis. However,  we  need  a  better  approach  to  resolve  this  crisis. 

Last  month  Governor  Weld  asked  the  President  to  declare  the 
Massachusetts  fishing  grounds  as  a  national  disaster  area.  This 
declaration,  if  endorsed  by  the  President,  will  direct  Federal  Emer- 
gency Management  Agency  funds  and  unemployment  benefits  to 
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help  alleviate  the  economic  and  social  burden  of  the  crisis.  I  have 
strongly  supported  this  initiative  and  will  continue  to  advocate  on 
behalf  of  the  Governor's  request  in  Washington. 

There  is  no  one  simple  solution  to  solve  the  problems  created  by 
depleted  fish  stocks  and  increased  regulation.  This  hearing  will 
focus  on  what  the  Small  Business  Administration  can  do  to  assist 
small  businesses  in  the  fishing  industry  during  this  time  of  crisis. 
As  in  any  crisis,  we  must  remember  the  human  element  and  assist 
those  families  who  are  suddenly  thrown  out  of  work. 

The  Small  Business  Administration  announced  the  Fishing  In- 
dustry Loan  Restructuring  Initiative  last  year,  which  uses  the  cur- 
rent 7(a)  Program  to  restructure  an  applicant's  existing  debt  cur- 
rently financed  without  an  SBA  guarantee.  This  program  is  in- 
tended to  relieve  portions  of  debt  directly  associated  with  the  down- 
turn in  the  industry. 

This  program  sounds  promising;  yet,  not  one  loan  has  been  is- 
sued or  restructured  since  its  announcement.  This  is  one  of  the 
questions  to  be  answered  at  this  hearing  today.  Fishing  families 
deserve  to  know  why  no  loans  have  been  made  from  this  initiative 
and,  also,  what  steps  must  be  taken  for  loans  to  be  made,  and  what 
similar  programs  are  available  through  the  SBA  to  small  busi- 
nesses in  the  fishing  industry. 

There  are  many  other  programs  the  SBA  can  initiate  to  help  the 
fishing  industry  through  uncertain  times  ahead.  First,  the  SBA 
must  explore  making  its  assistance  programs  available  to  develop 
new  markets  and  technologies  for  under-utilized  species.  This 
would  enable  some  fishermen  to  get  out  and  fish,  which  would,  in 
turn,  help  the  rest  of  business  associated  with  the  fishing  industry. 

Second,  the  SBA  should  explore  lending  money  to  small  busi- 
nesses for  the  research  and  development  of  new  technology  to  as- 
sist the  fishing  community.  For  example,  fishermen  need  a  single 
species  net  or  grate,  similar  to  the  Nordmore  grate  used  in  the 
shrimp  fishery  or  the  Ardmore  grate  used  in  the  whiting  fishery, 
which  will  help  them  catch  a  single  species  without  bycatch.  This 
technology  would  enable  fishermen  to  catch  under-utilized  species, 
without  depleting  other  stocks. 

Third,  the  SBA  should  explore  helping  small  businesses  with 
aquaculture  projects.  Aquaculture  must  be  an  integral  part  of  anv 
comprehensive  solution  to  the  problems  we  face.  Aquaculture  will 
open  up  opportunities  for  those  who  would  like  to  continue  working 
in  the  fishing  industry,  but  realize  that  they  must  diversify  and 
employ  new  technologies  to  harvest  fish. 

These  ideas  and  many  others  that  we  will  hear  today  need  to  be 
addressed  by  the  SBA.  However,  the  SBA  should  not  be  alone  in 
the  effort  to  assist  the  fishing  industry.  There  must  be  a  coopera- 
tive comprehensive  approach  from  the  Department  of  Commerce, 
Labor,  the  Congress,  and  State  and  local  governments,  as  well. 

Now,  I  would  like  to  yield  to  my  colleague  from  Maine,  Mr. 
Longley,  for  any  comments  he  may  choose  to  make  at  this  time. 

[Chairman  Torkildsen's  statement  may  be  found  in  the  appen- 
dix.] 

Mr.  Longley.  Thank  you,  Mr.  Chairman.  My  name  is  Jim 
Longley.  I  represent  the  1st  Congressional  District  in  Maine,  which 


is  the  core  of  the  Maine  fishing  industry,  ranging  fi-om  the  ports 
at  Kittery  right  up  the  coast  through  Camden  and  Waldo  County. 

I  want  to  echo  what  Peter  Torkildsen  has  just  said.  I  think  that 
we  have  a  real  concern  in  terms  of  exactly  what  is  happening  in 
the  industry.  I  take  note,  for  instance,  of  the  extension  of  the  clos- 
ing of  the  Georges  Bank.  There  is  private  talk,  discussion  that  this 
is  actually  going  to  be  extending,  but,  yet,  I  don't  see  any  public 
clarification  of  the  issue  so  that  those  affected  by  it  can  make  ap- 
propriate plans  for  the  future. 

Furthermore,  I'm  concerned  that  the  Fishing  Industry  Loan  Re- 
structuring Initiative,  as  promising  as  it  was  when  it  was  an- 
nounced, yet,  to  date,  no  loans  have  been  made.  I'm  going  to  be 
concerned  as  to  not  only  why  the  program  was  developed  in  the 
way  it  was,  but  to  the  extent  that  it  hasn't  worked  or  hasn't  been 
suitable,  what  we  should  be  doing  to  tailor  it  in  a  different  direc- 
tion. 

I  note  recently  the  announcement  of  the  $2  million  buyback  pro- 
gram. Unfortunately,  I  wish  that  the  details  of  the  program  re- 
ceived as  much  attention  as  the  desire  of  some  to  publicize  it.  This 
goes  to  my  basic  and  core  concern.  As  a  new  Congressman  rep- 
resenting the  core  of  Maine's  fishing  industry  and  knowing  the  con- 
cerns that  exist  here  in  Massachusetts  relative  to  the  Massachu- 
setts fishing  industry,  my  biggest  concern  is  the  need  for  honesty. 

That's  why  I'm  here  today.  I  want  to  know  what's  going  on  so 
that  we  can  attempt  to  deal  honestly  and  directly  with  the  prob- 
lems and  have  the  public,  particularly  the  fishing  public,  not  only 
understand  the  nature  of  the  problem,  but  realistic  action  that  can 
be  taken  or  that  may  not  be  taken  so  that  the  individuals  affected 
can  deal  as  directly  as  possible  and  take  as  much  responsibility  as 
possible  for  their  own  participation  in  the  solution. 

I  think  that  we've  got  a  lot  to  learn  and  I'm  going  to  be  anxious 
to  hear  the  testimony  today.  I  might  add  that  I  m  going  to  need  to 
leave  at  about  quarter  of  11  for  a  prior  commitment  up  in  Maine, 
but  I'm  very  pleased  to  be  here  and  I  look  forward  to  the  testimony. 

Thank  you,  Mr.  Chairman. 

Chairman  Torkildsen.  Thank  you.  Congressman  Longley. 
Again,  we  thank  you  for  traveling  from  Maine  to  be  here  with  us 
here  on  Cape  Ann. 

Our  first  panel  of  witnesses  are  three  individuals  who  have  ex- 
tensive contact  with  many  in  the  fishing  industry  and  have  worked 
very  hard  to  try  to  resolve  problems  with  in  it.  The  first  witness 
is  the  Honorable  Bruce  Tobey,  mayor  of  the  city  of  Gloucester.  We 
also  have  State  Senator  Bruce  Tarr,  someone  who  has  been  active 
not  only  as  State  Senator,  but  a  State  representative  in  many  prob- 
lems affecting  the  fishing  industry.  Also,  Dr.  Andy  Rosenberg,  who 
is  acting  Deputy  Regional  Director  of  the  Northeast  Regional  Office 
of  NOAA's  National  Marine  Fisheries  Service. 

Mayor  Tobey,  I  would  like  to  recognize  you.  I  would  just  briefly 
state  that  for  all  witnesses  today,  any  written  remarks  you  have 
will  be  included  entirely  in  the  record.  If  you  could  please  summa- 
rize your  remarks  and  if  I  could  ask  for  a  general  time  limit  of  5 
minutes  per  person,  that  would  help  us  get  as  many  points  as  pos- 
sible and  still  leave  times  for  questions  and  dialogue. 

Mayor  Tobey. 


TESTIMONY  OF  BRUCE  TOBEY,  MAYOR,  GLOUCESTER, 
MASSACHUSETTS 

Mr,  ToBEY.  Thank  you,  Congressman.  If  I  could  tend  to  two  ad- 
ministrative details  first.  I  want  you  all  to  know,  both  the  folks  in 
front  of  me  and  the  folks  in  back  of  me,  that  we're  declaring  a 
parking  ticket  moratorium  for  all  participants  here.  Just  turn  them 
into  the  Mayor's  office,  if  you  get  them,  downstairs.  I  hope  you  will 
take  advantage  of  this  opening,  by  the  way,  to — you  could  abuse  it 
a  little.  I  know  you  have  to  leave.  Congressman  Longley,  but  come 
back  and  I'll  extend  the  moratorium  a  second  time,  and  visit  some 
of  our  fine  restaurants  downtown  and  our  shops  and  just  enjoy 
downtown  Gloucester. 

Mr.  Longley.  Thank  you  for  that  welcome  news.  Mayor  Tobey. 

Mr.  ToBEY.  Second,  and  this  may  not  be  quite  so  welcome,  but 
I  know  Congressman  Torkildsen  is  familiar  with  what  I'm  about  to 
present  to  Congressman  Longley.  An  issue  of  great  concern  not 
only  to  our  fishing  industry,  but  also  to  many  of  our  residents,  par- 
ticularly in  one  target  area  right  now,  is  the  high  cost  of  compli- 
ance with  the  Clean  Water  Act. 

We're  in  the  midst  right  now  of  a  sewer  system  extension  project 
that,  absent  Federal  funding,  is  likely  to  cost  each  household  as 
much  as  $17,630  for  their  share  of  the  betterment  payment  that 
would  be  passed  along  by  the  city  to  them.  I  think  there's  nothing 
that  brings  that  home  more  to  the  folks  in  Washington  dealing 
with  this  issue,  as  Clean  Water  Act  reauthorization  has  con- 
templated, than  to  give  someone  a  personalized,  framed  sewer  bet- 
terment bill. 

If  I  may,  Mr.  Chairman,  I'd  like  to  approach  Congressman 
Longley  to  present  him  with  his. 

Chairman  Torkildsen.  OK. 

Mr.  ToBEY.  It  will  take  2  seconds. 

Mr.  Longley.  I've  never  received  a  budget  before. 

Chairman  Torkildsen.  It's  not  a  budget.  It's  a  bill. 

Mr.  ToBEY.  The  good  news  is  it's  not  payable  till  next  February. 

Chairman  Torkildsen.  Yes.  Just  let  the  Congressman  from 
Maine  know  it  is  not  payable.  If  it  was,  it  might  be  very  difficult 
for  me  to  get  any  of  my  colleagues  to  come  back  to  Gloucester. 

Mr.  Tobey.  But  I'll  come  to  Washington  and  find  them  all. 

Chairman  Torkildsen.  OK. 

Mr.  Tobey.  Thank  you,  gentlemen.  Chairman  Torkildsen  and 
Representative  Longley,  I  am  pleased  to  welcome  you  on  behalf  of 
the  city  of  Gloucester  to  today's  field  hearing  of  the  House  Small 
Business  Committee's  Subcommittee  on  Government  Programs. 

All  of  us  in  the  city  appreciate  your  being  here  and  we  respect 
your  sincere  interest  in  working  on  behalf  of  our  fishermen  and 
their  families.  That  being  said,  however,  let  me  make  one  thing 
clear.  Neither  more  nor  new  and  improved  SBA  loan  programs  are 
what  we  need. 

The  Gloucester  fleet  is  generally  overcapitalized  as  it  is  and  too 
many  of  our  boats  are  already  overburdened  with  debt.  That's  why 
none  of  us  help  our  fishermen  by  wrestling  with  SBA  loan  pro- 
grams, well-intended,  but  of  little  use  thus  far,  in  a  vain  effort  to 
make  them  part  or  all  of  the  solution. 


There  is  no  silver  bullet  solution  to  the  problems  of  our  fisheries. 
It's  a  solution  with  many  parts  and  I'd  like  to  share  my  sense  of 
some  of  them  with  you.  A  critical  first  component  is  more  transi- 
tional Federal  grant  aid  targeted  to  benefit  entrepreneurs  and  fish- 
ermen rather  than  savvy  grants  writers.  We  preserve  an  industry 
and  create  jobs  by  creating  investment  pools  to  modernize  shore- 
side  equipment  and  facilities  and  by  retrofitting  vessels  for  entry 
into  the  sustainable  harvesting  of  abundant,  but  under-utilized 
species. 

Here  in  Gloucester,  we  have  been  able  to  run  Economic  Develop- 
ment Administration  grants  through  local  revolving  loan  funds  to 
leverage  funding  for  a  number  of  valuable  shoreside  and  vessel  in- 
vestment opportunities.  We  need  your  help  so  we  can  do  even  more 
of  this. 

Second,  market  development  assistance  is  critically  needed.  For 
example,  mackerel  and  herring  stocks  are  strong,  but  domestic 
markets  aren't.  Federal  procurement  and  foreign  aid  programs 
could  pick  up  the  slack  while  those  markets  are  being  built,  and 
the  Magnuson  Act  reauthorization  should  require  this. 

On  the  subject  of  the  Magnuson  Act,  if  the  act  is  to  be  reauthor- 
ized, it  must  reflect  more  balance.  The  preservation  of  fish  re- 
sources needs  to  be  conducted  no  longer  in  isolation,  but  also  with 
an  eye  toward  saving  an  equally  endangered  species — the  American 
fisherman. 

Third,  waste  water  treatment  considerations  continue  to  hamper 
value-added  fish  processing.  Fully  75  percent  of  the  jobs  which  the 
fishing  industry  could  produce  are  in  processing,  packaging  and 
marketing.  But  Clean  Water  Act  discharge  standards  and  the  costs 
of  pretreatment  cripple  the  growth  of  this  source  of  jobs. 

The  same  Federal  Government  which  mandates  these 
pretreatment  requirements  must  provide  funding  assistance  to 
meet  them,  just  as  critically  needed  Clean  Water  Act  reauthoriza- 
tion should  provide  desperately  needed  regulatory  relief. 

Fourth,  a  vessel  buyback  program  is  needed  as  a  last  resort  for 
fishermen  who  otherwise  face  financial  ruin.  Current  pilot  pro- 
grams simply  don't  go  far  enough.  The  Senate's  proposed  approach 
put  forth  in  the  now  pending  Magnuson  Act  reauthorization,  which 
contemplates  only  50  percent  Federal  funding  and  financing  the 
balance  by  taxing  the  catches  of  those  who  remain  in  the  fisheries, 
is  both  inadequate  and  unfair. 

I  hope  that  these  suggestions,  together  with  those  you  will  short- 
ly receive  from  others  here  today,  will  assist  you  in  your  delibera- 
tions. As  you  go  about  your  work  on  this  subject,  work  which  we 
greatly  appreciate,  the  city  of  Gloucester  stands  ready  to  work  with 
you  to  restore  the  health  and  economic  vitality  of  our  domestic  fish- 
eries. 

Thank  you  for  your  consideration  and  being  here  today. 

[Mr.  Tobey's  statement  may  be  found  in  the  appendix.] 

Chairman  Torkildsen.  State  Senator  Bruce  Tarr. 

TESTIMONY  OF  BRUCE  TARR,  MASSACHUSETTS  STATE 

SENATOR 

Mr.  Tarr.  Thank  you,  Mr.  Chairman.  Let  me  also  welcome  both 
yourself  and  Congressman  Longley  here  to  Gloucester.  I  want  to 


particularly  say  that  it's  good  to  see  the  appellation  "Chairman"  be- 
neath your  name  today  and  I  want  to  thank  you  for  your  consistent 
efforts  to  support  the  Gloucester  fishing  industry  and  I  would 
thank  you  both  for  coming  out  today  to  spend  your  time  doing  what 
I  think  the  Government  can  do  best,  and  that  is  coming  to  the 
source  and  listening  to  possible  solutions. 

That  being  said,  I  want  to  begin  by  also  commending  one  of  the 
sources  in  Government  that  has  been  good,  and  that  is  the  Small 
Business  Administration  in  Washington,  for  its  consistent  analysis 
of  programs,  such  as  Amendment  5,  for  their  potential  impact  on 
small  businesses.  Among  all  of  the  agencies  in  Washington  that 
analyzed  and  looked  through  Amendment  5,  if  you  will,  I  suggest 
that  the  Small  Business  Administration  provided  the  most  cogent 
accurate  analysis  of  the  impact  on  the  economy.  Had  other  agencies 
followed  with  that  same  analysis,  I  would  suspect  that  Amendment 
5  would  have  looked  differently  than  it  does  today. 

That  being  said,  I  think  that  the  SBA  needs  to  continue  to  recog- 
nize, as  do  we  all,  that  in  our  community,  as  in  many  other  com- 
munities, the  fishing  industry  is  a  form  of  manufacturing.  It  pro- 
duces a  product.  As  a  result  of  its  production  of  a  product,  it  has 
a  tremendous  multiplier  effect  on  each  and  every  other  business  in 
the  community. 

I  think  once  it's  looked  at  in  that  perspective,  it  becomes  far 
more  appealing  for  assistance  from  all  Government  agencies,  in- 
cluding the  Small  Business  Administration. 

Mayor  Tobey  has  already  referred  to  a  lot  of  his  ideas  and  I 
would  echo  those  same  comments.  Let  me  share  with  you  a  couple 
of  added  points  on  those.  First  of  all,  when  we  talk  about  loans  and 
refinancing  of  vessels,  I  share.  Congressman,  with  your  disappoint- 
ment, to  some  extent,  to  the  fact  that  the  SBA  loan  program  in- 
tended to  help  refinance  vessels  has  not  gone  far  enough.  It's  not 
reached  the  people  who  we  needed  it  to  reach  and  I  would  suggest 
that  that's  because  the  restrictions  are  too  strict  for  fishermen  who, 
for  a  long  period  of  time,  have  worked  on  a  cyclical  cash-flow  cycle 
which  is  different  than  many  standard  accounting  procedures, 
which  disqualifies  them,  as  a  result,  for  some  of  that  SBA  financ- 
ing. 

Second,  I  would  suggest  that  one  of  the  methods  that  we  may  be 
able  to  use,  given  what  the  mayor  said,  which  is  entirely  accurate, 
about  the  debt  burden,  that  we  begin  to  examine  a  program  that 
would  extend  the  loan  on  every  vessel  by  twice  the  period  of  time 
and,  by  doing  so,  reduce  the  payments  in  half  and  ease  that  cash- 
flow. 

By  doing  that,  we  do  two  things.  First,  we  assist  the  fisherman 
in  meeting  his  current  financial  obligations.  Second,  we  also  poten- 
tially can  free  up  capital  that  could  be  used  for  the  diversification 
and  transition  that  we  all  hope  and  pray  that  is  going  to  occur. 

Next,  along  those  same  lines,  let  me  suggest  that  while  I  cer- 
tainly believe  that  a  buyout  should  be  an  option  as  a  last  resort  for 
all  New  England  fishermen,  that  those  participating  in  a  buyout 
should  receive  no  greater  rights  than  those  participating  in  cur- 
rently fishing  and  trying  to  maintain  a  way  of  life  that  has  been 
in  their  families  for  generations  and  generations. 


So  I  would  ask  that  a  commensurate  level  of  resources  be  dedi- 
cated not  only  to  buyback,  but  also  to  transition,  so  that  the  survi- 
vors of  this  industry  can  carry  on  and  prosper  and  help  to  support 
some  of  the  other  programs.  Along  those  lines,  I  would  also  ask  you 
to  consider  the  fact  that  what  we're  dealing  with  are  not  only  ves- 
sel owners;  that  we  have  a  tremendous  number  of  crewmen  who 
also  are  going  to  be  looking  to  you  for  assistance  in  the  days  to 
come,  and  if  we  focus  solely  on  the  boat  owners  themselves,  then 
we  share  a  skewed  picture  of  what  is  actually  out  there  in  the  in- 
dustry. 

Along  those  lines,  I  would  suggest  that  both  crew  and  owners 
have  the  tremendous  potential  to  develop  new  business  which  can 
yield  more  on  a  per  fish  basis  than  this  industry  has  ever  seen  be- 
fore. Toward  that  extent,  I  would  suggest  that  we  need  increased 
SBA  Programs  which  focus  on  the  harvester  and  the  crew  member 
as  a  small  business  owner  or  a  small  business  entrepreneur  rather 
than  an  isolated  segment  of  the  economy,  because  one  thing  that 
we've  learned  in  this  community  is  that  they  certainly  are  not  that. 

Toward  that  extent,  we  in  Gloucester  have  formed  most  recently 
the  Cape  Ann  Commission  for  Fisheries  and  Marine  Development, 
which  is  going  to  attempt  to  create  in  this  city  a  consortium  of  both 
processors,  educational  institutions,  and  State  and  Federal  agen- 
cies to  research  and  develop  more  technology  for  the  industry. 

What  will  that  look  like?  Development  of  products  from  under- 
utilized species,  development  of  gear  in  coordination  with  the  Vi- 
sion Program  that's  now  happening  in  the  city  of  Gloucester,  devel- 
opment of  marketing  programs  which  will  reach  domestic  and  for- 
eign markets  for  under-utilized  species. 

I  think  one  thing  that  I  would  underscore  that  the  Mayor  indi- 
cated to  you  is  critically  important  to  us  is  the  processing  of  waste 
water  in  a  cost-efficient  way,  because  one  of  the  things  that  we 
have  tremendous  potential  for  is  that  value-added  market.  We're 
going  to  talk  in  the  days  and  years  ahead  about  doing  more  with 
less  and  with  your  help,  we  can  do  more  with  less  by  generating 
more  income  from  fewer  inputs  and  creating  products  that  the 
world  not  only  has  a  taste  for,  but  that  the  world  has  an  appeal 
for.  By  reaching  into  those  markets,  we  can  share  in  a  new  pros- 
perity for  the  fishing  industry  that  perhaps  rivals  what  we  saw  in 
the  heydays  of  this  port  based  on  volume. 

With  that,  I  would  thank  you  for  coming  out  once  again  today 
and  look  forward  to  answering  any  questions  at  the  conclusion  of 
the  panel's  testimony,  and,  again,  appreciate  your  outreach  efforts 
here  today. 

Chairman  Torkildsen.  Thank  you  very  much.  Senator  Tarr,  for 
your  comprehensive  testimony  and  appreciate  you  summarizing 
your  written  statement. 

I'd  now  like  to  call  on  Dr.  Andy  Rosenberg  for  his  comments 
more  in  line  with  the  nature  of  the  situation  as  viewed  by  NMFS 
and  NOAA.  Dr.  Rosenberg. 
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TESTIMONY  OF  ANDREW  ROSENBERG,  AGING  DEPUTY  RE- 
GIONAL DIRECTOR,  NORTHEAST  REGIONAL  OFFICE,  NA- 
TIONAL MARINE  FISHERIES  SERVICE,  NATIONAL  OCEANIC  & 
ATMOSPHERIC  ADMINISTRATION 

Dr.  Rosenberg.  Thank  you  very  much,  Mr,  Chairman,  Congress- 
man Longley,  for  the  opportunity  to  provide  information  on  the  cur- 
rent status  of  New  England  fisheries  resources  to  this  subcommit- 
tee. I  hope  I  can  provide  you  with  an  overview  of  the  state  of  the 
groundfish  stocks  in  this  region  and  their  prospects  for  recovery  as 
a  context  for  your  dehberations  on  Small  Business  Administration 
Programs  to  assist  the  family  businesses  that  depend  on  fish  and 
fishing. 

Severe  over-fishing  in  the  1960's  and  early  1970's  by  foreign  ves- 
sels depleted  many  of  the  important  resources  of  this  region,  most 
notably  possibly  the  Georges  Bank  haddock  resource,  but  many  of 
the  other  resources,  as  well.  With  the  advent  of  the  Magnuson 
Fishery  Conservation  and  Management  Act  in  1976,  foreign  har- 
vesting stopped,  but  the  domestic  fishing  industry  began  to  expand. 

Initially,  the  stocks  began  to  recover,  but  domestic  capacity  in- 
creased very  rapidly  and  the  decline  in  abundance  of  principal 
groundfish  species  begun  under  foreign  fishing  continued.  Cur- 
rently the  overall  abundance  of  the  groundfish  resources,  which  are 
a  mainstay  of  the  industry  in  the  region,  are  at  historic  low  levels, 
far  lower  than  when  foreign  fishing  ceased  in  1976. 

As  the  abundance  of  fish  declines,  so  is  the  harvest  obtained  by 
a  fishing  vessel  for  a  day's  fishing.  Even  with  the  introduction  of 
lots  of  new  technology  over  the  last  decade,  the  average  catch  per 
day  of  fishing  has  decreased  by  more  than  half  and,  in  effect,  fish- 
ers must  work  much  longer  and  harder  to  make  a  successful  fish- 
ing trip  as  the  resource  abundance  decreased. 

The  fish  stocks  that  have  declined  are  the  most  valuable  stocks, 
such  as  Georges  Bank  and  Gulf  of  Maine  groundfish  species,  cod, 
haddock,  yellow-tailed  flounder,  and  several  other  species.  Other 
less  valuaole  fish,  such  as  white  hake,  now  comprise  an  increasing 
proportion  of  the  catch.  Of  the  25  stocks  in  the  region,  19  are  over 
exploited,  and  that  means  that  the  stocks  will  continue  to  decline 
from  their  present  low  abundance  levels  under  the  current  level  of 
fishing  pressure. 

Currently  we  harvest  about  60  percent  of  the  available  resource 
of  cod,  haddock,  and  yellow-tailed  flounder  each  year.  To  stop  fur- 
ther declines  in  these  important  stocks,  this  harvest  rate  would 
need  to  be  reduced  by  half.  To  enable  the  resource  to  recover,  the 
harvest  rate  would  need  to  be  reduced  even  further  to  possibly  one- 
third  of  its  current  level,  and  this  means  a  drastic  reduction  in 
fishing  on  these  three  species  which  have  been  a  mainstay  of  the 
industry. 

If  the  harvest  of  cod  and  yellow-tailed  flounder  is  reduced  to  very 
low  levels  immediately,  the  stocks  are  expected  to  rebuild  to  sus- 
tainable levels  in  approximately  5  to  6  years,  but  this  is  only  an 
estimate  on  what  we  would  expect  to  happen.  Of  course,  this  will 
be  affected  by  environmental  events.  It  might  be  much  quicker  if 
we  have  a  favorable  environmental  event  which  helps  the  popu- 
lation or  it  could  take  longer. 


It's  important  to  keep  this  timeframe  in  mind  when  evaluating 
programs  to  assist  fishing  families,  because  it  is  quite  a  long  time- 
frame and  short-term  programs  may  not  be  sufficient  to  carry 
through  this  entire  period. 

Scientific  information  and  examples  fi-om  other  fisheries  here 
and  around  the  world  indicate  that  stocks  can  recover,  however, 
and  the  current  low  levels  can  be  increased  and  eventually  much 
higher  landings  can  be  attained  from  these  resources  as  were  yield- 
ed in  the  past. 

In  this  overview,  I've  just  tried  to  express  to  you  the  scientific 
picture  of  the  status  of  the  groundfish  resources  as  a  background 
for  your  subcommittee  discussions,  and  I  want  to  emphasize  the 
gravity  of  the  situation  facing  the  fishing  families  who  depend  on 
these  resources  for  their  livelihood. 

The  National  Marine  Fisheries  Service  will  continue  to  work 
with  the  New  England  Fishery  Management  Council,  the  fishing 
industry  and  other  interested  members  of  the  public  to  develop  an 
approach  to  management  in  this  time  of  crisis. 

I  thank  you  very  much,  Mr.  Chairman,  Congressman  Longley,  for 
this  opportunity  to  address  the  panel. 

[Dr.  Rosenberg's  statement  may  be  found  in  the  appendix.] 

Chairman  Torkildsen.  Thank  you  very  much.  Dr.  Rosenberg. 
For  questions,  I'd  like  to  start  by  asking  my  colleague.  Congress- 
man Longley,  do  you  have  any  questions  for  this  panel? 

Mr.  Longley.  Yes,  I  do.  I'm  going  to  try  to  move  quickly  because 
I  know  we've  got  a  number  of  panels.  Mayor  Tobey,  I'm  curious. 
Could  you  elaborate?  You  said  75  percent  of  the  jobs  are  in  the 
processing  industry  and  I  want  to  make  sure  I  understand  what 
your  testimony  was  relative  to  the  impact  of  the  Clean  Water  Act. 

Do  you  feel  that  the  standards  that  are  being  imposed  are  realis- 
tic or  are  they  being  applied  unrealistically? 

Mr.  Tobey.  I  think  it's  a  combination  of  both  when  you  get  right 
down  to  it.  Let  me  give  you  some  examples.  From  the  point  of  view 
of  the  regulatory  standards  themselves,  we  have  a  primary  treat- 
ment plant  here  in  Gloucester.  We  are  our  own  sewer  district,  as 
it  were,  and  we  have  chemically  enhanced  treatment.  So,  they  were 
able  to  remove  solids,  such  as  the  fish  waste  that  would  enter  the 
effluent  stream  from  processing  plants. 

As  a  practical  matter,  when  that  sewer  plant  came  on-line  in 
1984,  given  the  nature  of  the  fish  processing  industry,  to  the  extent 
we're  still  cutting  fish  in  Gloucester  and  still  able  to  handle  those 
wastes  through  a  dehydration  fish  rendering  plant  operation,  we 
lost  it.  Those  plants  couldn't  keep  operating.  They  couldn't  meet 
the  standards  and,  one  by  one,  they  fell.  So,  that  we're  left  now 
with  but  a  handful  of  folks  who  still  carry  on  the  trade  of  cutting 
fish,  whereas  10  or  15  years  ago,  there  were  hundreds  and  hun- 
dreds of  people. 

Mr.  Longley.  When  you  say  they  couldn't  meet  the  standards, 
were  the  standards  themselves  realistic  or  were  they  applied  unre- 
alistically? 

Mr.  Tobey.  Well,  and  that's  where  we  get  back  to  the  other  prob- 
lem. I  think  it  was  both.  They  could  not  meet  the  standards  be- 
cause the  kinds  of  materials  that  you're  talking  about,  the  flesh 
from  the  fish  that's  caught  up  and  goes  in  the  waste  stream,  you're 
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talking  scales,  you're  talking  what's  left  over  from  cutting  fish.  It's 
particularly  important  when  you  get  to  the  under-utilized  species 
point  of  view  because  the  protein  yield  from  each  fish  is  a  small 
percentage  of  the  total  fish  than  the  groundfish  that  we  are  unable 
to  harvest  as  we  used  to. 

What  happens  is  that  gets  into  the  waste  stream  and  it  goes  to 
the  sewer  treatment  plant  and  what  we  discharge  to  the  waterways 
of  the  United  States,  using  the  statute's  language,  doesn't  meet  the 
standards.  Yet,  what  is  discharging?  What  was  out  there  in  the 
first  place?  Where  are  we  discharging  it?  We're  discharging  it  way 
out  into  Mass  Bay  where  there's  plenty  of  ocean  action  to  disperse 
this  stuff  and  make  sure  that  that  which  was  naturally  occurring 
in  these  waterways  anyway  isn't  in  such  concentrations  that  they 
have  adverse  impacts  on  marine  life  that  are  present  in  those  wa- 
ters. 

Mr.  LONGLEY.  Was  there  any  receptivity  to  that  argument? 

Mr.  TOBEY.  We  don't  do  well  with  that.  No,  we  don't  do  well  with 
that.  It  seems  to  me  that  what  makes  our  position  even  hotter  is 
that  we're  but  one  of  a  handful  of  sewer  plants  in  this  country  with 
a  secondary  treatment  waiver  and  when  we  raise  those  kinds  of  is- 
sues, some  of  our  regulatory  friends  in  places  like  EPA,  they  get 
a  little  ancy;  well,  maybe  we  should  require  you  to  build  a  second- 
ary treatment  plant,  the  cost  of  which  could  be  as  much  as  $20  mil- 
lion, by  some  estimates,  on  a  ratepaying  base  that's  approximately 
only  15,000  of  the  28,000  people  here  in  Gloucester. 

Recognize  that  the  portions  of  the  city  that  are  skewered,  those 
that  are  around  the  harbor  and  then  working  their  way  out,  are 
where  the  fish  processing  plants  and  the  bulk  of  our  industrial 
community  lies.  So,  it  has  a  really  negative  impact  on  the  ability 
of  folks  who  might  get  into  this  trade  to  do  it. 

We're  looking  into  some  possibilities  of  moving  a  frozen  fish  proc- 
essing operation  here  to  Gloucester  and  they're  probably  going  to 
wind  up  in  an  industrial  park  using  a  septic  system. 

Mr.  LoNGLEY.  How  much  of  the  need  for  the  sewage  plant  in  this 
bill  that  you  showed  me  is  attributable  to  the  problems  with  fish 
processing  plants? 

Mr.  ToBEY.  That  bill  does  not  reflect  the  problems  of  the  process- 
ing plants. 

Mr.  LoNGLEY.  It's  a  separate  issue. 

Mr.  ToBEY.  That's  a  separate  issue.  The  way  it  winds  up  hitting 
our  processors  is  that  we've  got  one  of  the  highest  sewer  rates  in 
the  country,  literally  in  the  country,  higher  than  MWRA.  When 
folks  bellyache  about  their  bills  in  the  MWRA  district,  on  one  hand, 
my  heart  goes  out  them,  but,  on  the  other  hand,  I  want  to  say,  hey, 
look  at  these  bills,  because  we've  got  a  small  ratepaying  base  hav- 
ing to  bear  the  whole  cost  of  an  entire  waste  water  treatment  sys- 
tem on  its  back. 

Mr.  LoNGLEY.  Again,  moving  to  this  issue — and  I  want  to  empha- 
size how  significant  I  recognize  this  is.  This  is  the  equivalent  of  a 
mandatory  second  mortgage  on  every  homeowner  in  the  commu- 
nity. To  what  extent  do  you  feel  you're  going  to  actually  achieve 
quantifiable  improvements  in  the  quality  of  the  water  as  a  result 
of  this  plant  or  this,  again,  another  action  that's  being  forced  on 
the  community  with  little  or  no  direct  benefit? 
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Mr.  ToBEY.  We  have  reached  the  point  where  the  benefit  has  al- 
ready been  reahzed.  When  the  city  of  Gloucester  dumped  its  sew- 
age untreated  into  the  middle  of  Gloucester  Harbor,  now,  that  was 
a  problem. 

Mr.  LONGLEY.  You're  no  longer  doing  that. 

Mr.  ToBEY.  We  don't  do  that.  We've  got  a  primary  plant,  with  en- 
hanced chemical  treatment,  discharging  through  an  extended 
outfall  past  the  breakwater  in  the  Mass  Bay  and  we  are  what  I 
would  fairly  call  an  environmental  real  good  citizen  now. 

So  what  we're  doing  now  are  little  bites  around  the  edges  of  a 
small  residual  issue — I  said  issue,  not  problem. 

Mr.  LoNGLEY.  I  want  to  make  sure  I'm  hearing  you  correctly. 
What  you're  saying  is  that  every  homeowner  in  this  community  has 
got  another  second  mortgage  of  about  $17,000  for  no  quantifiable 
improvement  in  the  quality  of  the  water. 

Mr.  ToBEY.  That  bill  goes  to  about  575  homeowners.  There  are 
another  800  waiting.  What  we're  doing  is  extending  the  sewer  sys- 
tem out  into  the  far  reaches  of  Gloucester.  We've  got  a  whole  20 
percent  of  the  city  in  the  mainland  part  of  Gloucester  that's  com- 
pletely dependent  on  subservice  disposal  systems,  and  God  knows 
what's  in  store  for  them  next. 

But  the  bottom  line  is  remember  the  characteristics  of  Glouces- 
ter— hills  and  ledge  and  it's  expensive  as  the  devil  to  build  sewer 
systems. 

Mr.  LoNGLEY.  I  want  to  come  right  back  to  the  question.  Are  you 
going  to  get  the  quantifiable  improvement  in  the  water  in  the  com- 
munity as  a  result  of  the  money  that's  being  spent? 

Mr.  ToBEY.  It  is  so  cost-ineffective  as  to  be  negligible.  The  an- 
swer is  probably  no. 

Mr.  LoNGLEY.  Let  me  ask  a  related  question  and  I  want  to  come 
back  to  Dr.  Rosenberg  in — with  leave  for  another  minute. 

Chairman  ToRKiLDSEN.  Please. 

Mr.  LoNGLEY.  I'm  concerned  about  the — and  this  relates  to 
Mayor  Tobey,  but  as  a  new  Member,  obviously  I  attend  any  num- 
ber of  hearings  where  a  lot  of  different  issues  come  up  and  one  of 
the  big  concerns  I've  got,  and  it  relates  to  my  own  district,  we're 
going  through  an  air  emissions  testing  situation  wherein  people — 
where  literally  600,000  people  in  my  district  were  put  into  a  man- 
datory air  emissions  testing  program  for  which  they  have  scientif- 
ically not  established  any  direct  benefits. 

A  lot  of  my  fishermen  tell  me  that  the  estimates  of  the  catch  are 
guesstimates  at  best.  Doctor,  relative  to  the  numbers  that  you  pre- 
sented, how  quantifiable  are  they  in  terms  of  the  actual  deficiencies 
in  the  fishing  resource? 

Dr.  Rosenberg.  This  has  been  documented  for  a  period  of  at 
least  25  years  and  the  information  on  over-fishing  has  been  avail- 
able for  that  long.  They  are  quantifiable  both  in  terms  of  the  land- 
ings information — in  other  words,  how  much  is  removed  by  the 
fishing  industry,  if  you  like,  as  harvest — as  well  as  by  scientific 
surveys  that  have  been  conducted  for  almost  a  30-year  period, 
twice  a  year  for  30  years,  and  now  up  to  four  times  a  year  by  the 
Fisheries  Service,  as  well  as  the  State  agencies  which  conduct  indi- 
vidual surveys. 
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In  addition  to  that,  you  see  the  same  patterns  in  the  surveys  and 
in  the  landings  per  unit  of  effort  that  the  vessels  obtain  on  the 
ground.  So,  there  isn't  an  inconsistency  between  the  information 
that  we  are  presenting  and  basing  this  recommendation  or  notion 
of  the  gravity  of  the  situation  on  and  what  most  of  the  vessels  are 
seeing  out  there. 

Many  times  members  of  the  industry  are  uncomfortable  with  the 
accuracy  of  the  data,  but  the  accuracy  that  they're  dealing  with  is 
on  an  individual  basis.  If  you  look  across  the  resource  as  a  whole 
as  opposed  to  the  individual  landings  that  a  person  takes,  the  data 
is  actually  quite  comprehensive. 

Mr.  LoNGLEY.  Well,  let's  assume  that  what  is  brought  into  the 
dock  is  quantifiable. 

Dr.  Rosenberg.  Yes. 

Mr.  LoNGLEY.  Explain  the  method  briefly,  and  I'm  overextending 
my  time,  but  if  you  could  briefly  explain  the  methodology  for  how 
you  would  conduct  a  scientific  survey  in  the  depths. 

Dr.  Rosenberg.  There  are  research  vessels  that  survey  in  a  con- 
sistent way — basically,  they  use  exactly  the  same  methodology  as 
a  calibration  instrument,  if  you  like — over  this  30-year  period. 
They've  gone  and  they've  done  the  survey  in  a  statistical  sampling 
metnod  over  the  whole  region  twice  a  year  for  30  years. 

Mr.  Longley.  Do  they  drop  a  net? 

Dr.  Rosenberg.  They  fish  with  the  same  kind  of  net,  using  the 
same  vessels,  in  fact.  Those  vessels  are  getting  a  little  old,  but  we 
are  using  the  same  vessels,  in  the  same  way,  using  the  same  sur- 
vey design.  If  you  compare  that  survey  information,  the  informa- 
tion on  how  much  on  average  a  vessel  lands  for  the  number  of  days 
that  it  spent  at  sea,  of  which  we  have  a  sample  of  the  fleet,  we 
don't  do  that  for  every  vessel  in  the  fleet,  and  the  amount  that  was 
removed  from  the  resource,  basically  you're  looking  at  how  an 
index  declines  over  time  in  response  to  a  particular  level  of  removal 
of  fish  from  the  resource. 

We  also  look  at  the  age  and  the  size  structure  of  the  population 
because  how  long  the  animal  lives  is  a  measure  of  how  rapidly 
they're  dying,  if  you  like,  and  how  rapidly  they're  dying  is  related 
to  how  fast  they  re  being  harvested,  as  well  as  to  natural  factors. 

We  use  a  methodology  that  is — it's  developing  continually,  but 
it's  quite  consistent  with  methodology  that's  used  throughout  the 
world  really.  Our  scientists  participate  in  international  forums  to 
keep  our  methodology  up  to  date. 

Mr.  Longley.  Thank  you.  I've  overextended  my  time,  but  I  ap- 
preciate it. 

Chairman  TORKILDSEN.  No  problem.  Congressman  Longley, 
thank  you  for  those  very  pertinent  questions.  Senator  Tarr,  you 
mentioned  in  your  testimony  possibilities  of  perhaps  extending  ex- 
isting loans  over  a  number  of  years.  I  would  assume,  obviously, 
linked  to  the  real  lifetime  of  the  collateral,  the  fishing  boat  or 
whatever. 

But  could  you  expand  on  that  a  little  bit?  Has  that  been  done 
anywhere  else  or  is  this  a  relatively  new  idea  and  how  would  you 
envision  it  working? 

Mr.  Tarr.  Absolutely,  Congressman.  If  I  could,  just  for  one  mo- 
ment, inform  you  that  your  alma  mater,  the  University  of  Massa- 
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chusetts,  in  an  effort  to  confirm  independently  the  research  that 
National  Marine  Fisheries  Service  is  doing,  has  recently  hired  one 
of  the  foremost  population  dynamics  researchers  in  the  world  and 
President  Hooker  reports  that  they're  about  to  undertake  a  pro- 
gram to  give  fishermen  confidence  in  the  information  that's  being 
put  forward  by  the  Federal  Government.  I  would  hope  that  we 
could  all  work  to  support  that. 

Second,  presently  there  has  been  the  idea  of — in  fact,  many  ves- 
sels, it's  my  understanding,  are  being  refinanced  in  the  manner 
that  I  suggested  through  the  FOG  Program,  which  is  currently  ad- 
ministered from  the  National  Marine  Fisheries  Service. 

The  problem  is  that  those  vessels,  in  many  respects,  are  exem- 
plary in  terms  of  their  finances.  We  all  know  that  the  fishing  in- 
dustry does  not  work  on  a  regular  financial  basis;  that  trips  come 
and  go,  that  weather  comes  and  goes,  and  that  there  are  a  lot  of 
variables.  Presently,  many  vessels  are  not  eligible  for  that  type  of 
financing  because  they  may  have  been  late  by  more  than  30  days 
on  a  payment  or  because  their  payment  schedule  is  irregular,  al- 
though consistent. 

So  what  I'm  suggesting  is  that  we  attempt  to  expand  the  idea  of 
that  FOG  Program  and  expand  the  idea  of  the  SBA  Program  that 
you  referenced  in  your  testimony  to  allow  all  vessels  to  have  the 
opportunity,  whether  they're  publicly  or  privately  financed,  to  have 
that  extension  of  the  loan. 

What's  the  iustification  for  that?  Well,  quite  frankly,  there  is 
some  collateral  in  the  vessel,  but  I'd  like  to  look  at  a  larger  topic. 
That  is  the  value  of  a  limited  entry  system  in  the  future.  We  know 
that  there  are  only  so  many  fishing  permits  that  are  issued  today. 
We  also  know  that  it's  impossible  to  get  an  additional  permit. 
That's  the  nature  of  limited  entry. 

The  Federal  Government  suggests  to  us  that  over  5  to  7  years, 
as  Dr.  Rosenberg  has  suggested,  we  expect  the  recovery  of  the 
stock  to  sustainable  levels.  If,  in  fact,  that's  true  and  if  we  can 
allow  the  Government  to  rely  on  that  number,  then  the  value  of 
that  limited  entry  permit  should  reflect  the  value  of  the  recovery 
of  those  stocks  and  we  can  divide  the  total  economic  value  across 
the  value  of  the  permits  and  come  up  with  a  number.  That  number, 
I  would  suggest  to  you,  should  be  the  basis  for  reverse  equity  fi- 
nancing in  order  to  carry  these  vessels  through  the  difficult  times 
so  that  we  still  have  harvesting  capacity  when  we  get  to  the  end 
of  the  rebuilding  process. 

Chairman  Torkildsen.  So  to  expand  on  that,  right  now,  if  the 
bank  forecloses  on  a  vessel,  it  may  have  little  or  no  value  because 
of  the  current  market  conditions.  However,  if  they  restructure  a 
loan  so  that  someone  can  continue  payments  for  7  or  8  years,  it  will 
have  a  substantial  value  just  at  the  end  of  that  time  and  obviously 
everyone  comes  out  ahead  because  not  only  will  the  lending  agency 
be  able  to  collect  the  funds  due,  but  the  individual  or  individuals 
who  bought  the  boat  can  continue  to  make  a  living  and  make  on 
the  boat. 

Mr.  Tarr.  Exactly.  In  fact,  your  summary  of  my  statement.  Con- 
gressman, also  points  out  an  additional  problem  with  the  buyback 
program  as  far  as  determining  the  economic  value  of  what  is  being 
purchased,  because  we  all  know  that  today  the  market  value  of  a 
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vessel  does  not  reflect  the  future  potential  of  that  vessel  to  fish  in 
a  limited  entry  system  with  recovered  stocks. 

Should  we  not  address  that  problem,  we  are  going  to  force  an 
economic  inequity  onto  the  fishermen  who  voluntarily  participate 
in  that  buyback  program. 

Chairman  TORKILDSEN.  Dr.  Rosenberg,  this  is  sort  of  new  terri- 
tory, as  far  as  I  know,  for  NMFS,  but  to  the  extent  you  can  com- 
ment on  it,  have  you  done  any  type  of  studies  that  you  feel  con- 
fident individuals  can  reW  on  to  say  where  stocks  may  be  in  5  to 
7  years?  Do  you  feel  confident  in  the  research  that  you  have  done 
so  far  that  if  the  steps  you're  suggesting  are  followed,  that  we  will 
have  recovered  stocks  in  that  period  of  time? 

Dr.  Rosenberg.  We  have  done  such  studies  of  a  number  of 
kinds.  First,  I  should  emphasize  that  recovery  in  that  timeframe 
essentially  goes  along  with  virtual  stopping  directed  fishing  on  the 
principal  stocks.  If  tnat  does  not  happen,  the  timeframe — if  you 
don't  do  it  for  1  year,  it  doesn't  mean  the  timeframe  extends  for  1 
year.  It  extends  for  much  longer  because  the  stock  is  in  much  poor- 
er condition. 

So  if  we  wait  any  longer  to  take  action,  it  will  extend  out  the  re- 
covery period  far  longer.  We  do  have  information  both  from  com- 
parative studies  from  other  stocks,  as  well  as  projections  based  on 
what  we  know  about  these  stocks  and  their  ability  to  reproduce 
and  rebound,  which  can  give  us  estimates  of  the  timeframe  and  the 
level  of  where  we  expect  those  stocks  to  end  up. 

But  it's  important  to  realize  that  it's  because  of  the  uncertainty 
in  the  system — in  other  words,  because  reproduction  will  vary  in 
the  stocks  from  year  to  year,  that  we  can  say  what  we  expect  the 
timeframe  to  be  and  what  we  expect  the  level  to  be,  but  the  actual 
level  will  be  a  result  of  what  actually  happens  out  there  in  the 
ocean. 

So  it's  kind  of  like  placing  a  bet.  If  you  were  a  betting  man,  you 
would  say,  well,  the  stocks  can  recover  in  this  period  of  time  if  you 
take  this  action  and  be  fairly  confident  of  that.  They  may  recover 
quicker  or  they  may  recover  more  slowly  depending  on  how  we're 
treated  by  mother  nature,  if  you  like,  and,  also,  how  effective  the 
management  strategies  are. 

Chairman  TORKILDSEN.  Thank  you.  While  I  would  like  to  ask 
many  more  questions  of  this  distinguished  panel,  we  are  running 
a  few  minutes  late  already.  So,  if  Congressman  Longley  has  no  fur- 
ther questions,  I  would  like  to  thank  all  of  you  for  your  testimony. 
I  may  be  following  up  with  you  individually  with  further  questions 
and  would  appreciate  your  mput  at  that  time,  but  thank  you  very 
much  for  testifying  today. 

Mr.  TOBEY.  Thank  you. 

Mr.  Tarr.  Thank  you. 

Dr.  Rosenberg.  Thank  you. 

Chairman  TORKILDSEN.  I'd  like  to  call  the  second  panel  of  wit- 
nesses forward,  please.  Our  second  panel  of  witnesses  today  is  com- 
prised of  several  individuals  who  are  very  active  in  different  as- 
pects of  the  fishing  industry,  both  directly  and  indirectly. 

They  are  Angela  Sanfilippo,  president,  Fishermen's  Wives  Asso- 
ciation; Jose  Testa verde,  president  of  CGN  Corporation;  Ed  Lima, 
director  of  the  Cape  Ann  Fishermen's  Cooperative  of  Gloucester; 
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Scott  Memhard,  president  and  Greneral  of  the  Cape  Pond  Ice  Com- 
pany; Pat  Frontierro,  owner  of  Frontiero  Brothers,  Incorporated  of 
Gloucester;  and,  Ed  MacLeod,  a  consultant  to  the  fishing  industry. 
Thank  you  very  much  and  we'll  start  off  with  Angela  Sanfilippo, 
who  is  appearing  today  as  President  of  the  Gloucester  Fishermen's 
Wives  Association. 

TESTIMONY  OF  ANGELA  SANFILIPPO,  PRESIDENT, 
FISHERMEN'S  WIVES  ASSOCIATION 

Ms.  Sanfilippo.  Good  morning.  Congressman  Torkildsen  and 
Congressman  Longley.  I  want  to  thank  you  very  much  for  inviting 
me  to  speak  to  this  panel.  My  organization  was  established  in  1969 
to  advocate  and  promote  the  Gloucester  and  New  England  fishing 
industry  and  to  improve  the  quality  of  life  of  active  and  retired 
fishermen  and  their  families. 

Gloucester  has  been  a  fishing  port  for  the  past  371  years. 
Through  the  centuries,  the  fishing  industry  has  changed  many 
times.  The  people  of  the  fishing  community  in  Gloucester  have  al- 
ways come  from  a  variety  of  ethnic  backgrounds,  such  as  Canadian, 
Finish,  Yankee,  Portuguese,  with  most  of  the  present  fishing  popu- 
lation of  Italian  descent.  Today  Gloucester  has  a  population  of 
27,000  residents;  32  percent  are  Italian-American;  40  percent  of  the 
residents  derive  their  livelihood  from  the  fishing  industry  or  com- 
merce directly  related  to  fishing^processing  plant  workers, 
lumpers,  ice  providers,  truck  drivers,  electricians,  gear  suppliers, 
fuel  suppliers,  bankers,  welders,  divers,  accountants,  lawyers,  engi- 
neers, railways,  dry  docking,  cold  storage,  refrigeration  servicing, 
surveyors,  et  cetera. 

According  to  the  National  Marine  Fisheries  Service,  there  are  32 
permitted  vessels  for  the  groundfish  fisheries  alone  in  Gloucester. 
These  vessels  employ  826  fishermen.  Determination  of  the  number 
of  people  employed  directly  or  indirectly  by  these  322  vessels  is  ar- 
rived at  in  a  standard  manner  by  multiplying  the  number  of  fisher- 
men by  five.  Employing  this  method  allows  us  to  discover  the  num- 
ber of  people  impacted  by  the  present  groundfish  crisis  in  Glouces- 
ter. 

There  are  826  working  fishermen  times  five  employed  is  4,130 
people;  500  wives  of  these  fishermen,  1,000  children.  The  total 
number  of  people  impacted  is  5,630. 

All  322  of  the  Gloucester  vessels  permitted  to  harvest  groundfish 
are  family  owned  businesses  which  have  incorporated  in  the  State 
of  Massachusetts.  A  broad-based  coalition  which  has  come  together 
with  the  Gloucester  Fishermen's  Wives  to  do  strategic  planning  for 
our  industry  has  identified  a  high  priority  for  these  small  busi- 
nesses to  diversify,  to  employ  new  gear  and  new  state-of-the-art  on 
board  equipment  to  handle  fish  in  ways  that  preserve  higher  qual- 
ity, and  to  build  new  kinds  of  business  partnerships  to  market  new, 
diverse,  and  higher  quality  seafood  products.  Yet,  these  small  busi- 
nesses do  not  have  access  to  the  capital  they  need  to  pursue  these 
avenues. 

Last  summer  I  met  together  with  a  group  of  captains  and  other 
community  leaders  with  the  Northeast  Regional  Acting  Director  of 
the  National  Marine  Fisheries  Service,  Mr.  Allen  Peterson.  I  asked 
Mr.  Peterson  why  he  thought  out  vessel  owners  were  unable  to  ac- 
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cess  credit  through  the  banks.  He  said  "Whenever  fishermen  go  to 
the  banks  for  a  loan,  the  banks  call  me  and  I  tell  them  not  to  give 
them  the  loan  because  there  is  no  fish." 

Yet,  National  Marine  Fisheries  Service  stock  assessments  indi- 
cate that  there  is  an  abundance  of  alternate  species.  Indeed,  these 
alternate  stocks  should  be  managed  to  avoid  over-fishing.  So,  let's 
get  on  with  it.  Instead  we  get  an  agenda  of  divestment  where 
NOAA  would  rather  spend  $100  to  $150  million  buying  out  vessels 
which  would  leave  us  with  nothing  but  unemployment,  while  we 
could  invest  that  money  in  new  state-of-the-art  gear,  processing, 
and  smart  marketing  which  would  produce  a  new  economically 
beneficial  and  modern  industry.  We  do  not  oppose  a  limited  buyout 
as  part  of  a  solution  to  a  problem,  but  we  do  not  see  it  as  any  cen- 
terpiece solution  to  the  present  fisheries  crisis. 

Amendment  7  to  the  Multi-Species  Plan  and  Amendment  5  to  the 
Lobster  Plan  now  under  development  by  the  New  England  Fish- 
eries Management  Council  are  concerned  with  rebuilding  tradi- 
tional stocks  like  cod,  haddock,  and  yellow-tail  flounder  and  pro- 
tecting a  healthy  lobster  fishery.  The  severe  restrictions  these  new 
rules  will  impose  on  our  fleet  only  underscore  the  critical  need  for 
us  to  examine  and  make  available  every  possible  alternative  to 
keep  our  local  fleet  afloat  so  that  it  will  be  around  when  traditional 
stocks  rebuild. 

Otherwise,  the  economic  benefits  of  our  sacrifices  for  conserva- 
tion will  be  taken  away  by  some  outside  interest  rather  than  stay 
here  where  they  belong  in  our  coastal  community.  The  question 
that  keeps  coming  up  is  this;  who  are  we  saving  fish  for  if  we  do 
not  do  something  to  help  the  fishermen  and  fisheries  related  busi- 
nesses to  survive. 

The  Small  Business  Administration  can  help  by  making  loans  di- 
rectly to  fishermen  or  allied  fisheries  related  businesses  that  are 
impacted  by  new  regulations.  Fishermen,  including  boat  owners 
and  crew,  processors  and  other  businesses  that  are  organizing  to 
create  opportunities  in  harvesting,  processing  or  marketing  the 
nontraditional  or  under-appreciated  species  need  access  to  credit 
and  capital.  Small  business  entrepreneurs  need  assistance  to  in- 
stall new  equipment,  refrigeration,  and  state-of-the-art  gear  to  im- 
prove quality  and  promote  conservation  practices. 

Finally,  while  helping  small  business  people  in  the  fishing  indus- 
try is  essential  to  saving  this  industry,  keeping  its  economic  bene- 
fits tied  into  our  local  economy,  preserving  the  cultural  heritage 
this  industry  embodies,  as  well  as  promoting  the  long-term  con- 
servation interests  of  our  local  fisheries  resource,  it  must  be  said 
that  encouraging  investment  in  small  fisheries  related  businesses 
alone  will  not  be  enough. 

Promoting  small  fisheries  businesses  must  be  accompanied  by 
reasonable  timeframes  in  the  rebuilding  schedules  of  cod,  haddock 
and  flounder  in  the  new  regulations  under  development,  as  well  as 
substantial  Grovernment  investment. 

Our  organization  and  the  many  other  people  working  with  us 
through  our  Vision  20/20  process  are  prepared  to  assist  you  and  all 
Government  decisionmakers  to  coordinate  the  work  that  must  be 
done  to  accomplish  our  goals. 
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Thank  you.  I  would  also  like  to  state,  as  you  know,  I'm  the  Out- 
reach Coordinator  for  the  Gloucester  Fishermen  and  Family  Assist- 
ance Center.  Our  work  is  not  just  getting  people  to  be  retrained  for 
the  job,  we  assist  the  people  with  whatever  their  needs  are.  We  had 
a  very  serious  experience  this  winter  where  a  local  fishing  boat  had 
burned  its  engine  and  needed  money  to  buy  a  new  engine  or  fix  his 
engine. 

Unfortunately,  it  was  very  sad  that  the  local  bank  that  has  his 
mortgage,  which  is  guaranteed  under  the  Small  Business  Adminis- 
tration, were  not  able  to  help  them.  It  took  us  2  months  to  talk  to 
all  the  different  banks  and  the  people  were  able  to  get  a  loan  from 
the  bank  that  had  the  mortgage  on  their  house,  another  mortgage 
on  top  of  the  house. 

This  is  what's  so  sad.  People  just  cannot  get  help  to  continue 
fishing.  If  I  spoke  with  a  bank,  one  of  their  sad  explanations  was 
how  can  we  give  these  people  money,  the  way  the  regulations  are 
going,  they're  not  going  to  be  able  to  fish.  So,  this  is  what  we're 
raced  with  every  day. 

I'd  also  like  to  inform  you  that  on  April  19  from  9  to  12,  we're 
going  to  have  a  workshop  at  the  center  for  people  to  come  and  get 
information  that's  available  at  the  present  time  through  the  Small 
Business  Administration. 

Thank  you. 

[Ms.  Sanfilippo's  statement  may  be  found  in  the  appendix.] 

Chairman  TORKILDSEN.  Thank  you  very  much  for  your  testi- 
mony. At  this  time,  I'd  like  to  note  that  State  Representative  Tony 
Verga  has  submitted  a  written  statement  and  that  will  appear  in 
the  record  with  the  first  panel  of  witnesses.  I  would  also  like  to 
mention  again  to  witnesses  that  your  written  statements  will  ap- 
pear in  their  entirety  in  the  record.  If  you  could  please  summarize 
your  comments  and  if  you  could  do  so  within  5  minutes  per  person, 
that  would  allow  us  to  complete  the  hearing  on  schedule. 

Our  next  witness  is  Joe  Testaverde,  president  of  CGN  Corp. 

TESTIMONY  OF  JOSEPH  TESTAVERDE,  PRESIDENT,  CGN 
CORPORATION 

Mr.  Testaverde.  Thank  you,  Congressman  Torkildsen  and  Con- 
gressman Longley,  for  the  opportunity  to  speak.  I  do  have  in  the 
record  my  written  testimony.  I  guess  I'd  like  to  summarize  really. 

I've  been  in  the  fishing  industry,  with  my  family  for  well  over  70- 
odd  years  in  this  country.  My  grandfather  came  from  Sicily  in  the 
early  1900's  and  was  a  fisherman  there,  as  was  his  father,  and  my 
father  and  my  brothers.  I  have  three  brothers  who  are  boat  owners, 
myself  and  two  other  brothers. 

We've  been  in  this  industry  a  long  time  and  we've  seen  the  ups 
and  downs  in  terms  of  it.  We've  seen  many  different  changes. 
What's  the  biggest  thing  that's  happened  to  us  and  where  we're 
having  a  problem,  as  small  businesses,  is  we  find  that  we  can't  go 
to  the  banks  to  do  repairs  and  improvements  on  boats.  It's  tough 
getting  money  because  everybody's  looking  at  the  regulations  that 
people  are  coming  up  with  and  it's  being  used  against  us.  It's  be- 
come a  factor  now  for  banks  to  say,  well,  these  amendments  and 
regulations  are  going  to  cause  you  not  to  be  able  to  pay  back  your 
loans  and  obligations.  So,  they're  actually  shutting  us  out. 
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Yet,  most  fishermen  are  willing  to  try  to  diversify  and  get  into 
other  fisheries,  derive  other  markets  around  other  species.  Markets 
are  also  up  and  coming  now  since  Amendment  5,  the  dogfish,  for 
instance.  A  few  years  ago,  dogfish  was  a  very  small  market.  Now, 
there's  more  demand  for  it  and  more  use  for  it.  It's  a  limited  mar- 
ket, but  it  could  help  some  boats. 

There  is  also  no  more  markets  coming  available  on  other  species. 
Now,  for  instance,  there's  even  a  little  market  right  now  for  live 
sea  raven,  which  is  a  very  unknown  fish,  but  it's  being  used  in  the 
markets  of  Asian  people  who  like  it  or  Asian  people.  So,  there  are 
a  lot  of  other  fisheries  that  we  can  go  to  in  the  near  future.  I  don't 
want  everybody  to  think  that  fishing  is  made  up  of  just  groundfish, 
it's  just  the  answer.  We  have  other  fisheries  around  available  to  us 
and  I  think  in  the  future  we  must  change,  and  I  believe  that's  the 
answer  for  us  as  a  fishery  to  survive. 

We  have  to  look  at  change  and  diversification.  We  can't  stay  as 
we've  done  in  the  last  few  years.  There  was  a  mentality  fix  in  the 
last  few  years  since  the  1970's  where  everybody  got  into 
groundfishing.  Groundfishing  became  the  key  fishing  factor.  If  you 
look  before  the  1970's,  the  vessels  in  Gloucester  didn't  just  fish 
groundfish.  They  fished  redfish,  just  as  many  of  the  boats  out  of 
Rockland,  Maine  did  years  ago,  and  whiting  fished  during  the  sum- 
mertime. We  diversified  and  changed  over  as  demands  call  for. 

Unfortunatelv,  there  was  and  increased  marketing  demand  that 
forced  everybody  to  go  into  groundfish  because  this  was  the  money 
fish.  If  we're  going  to  survive  in  the  future,  I  think  what  we  have 
to  rediversify,  move  the  fleet  around.  The  fleet  will  change,  and  it 
will  shrink,  but  we'll  become  a  leaner,  meaner  fleet  in  the  future. 
We  are  willing  to  work  it  out  and  survive. 

Thank  you. 

[Mr.  Testaverde's  statement  may  be  found  in  the  appendix.] 

Chairman  TORKILDSEN.  Thank  you  very  much  for  your  testi- 
mony. Now,  I'd  like  to  call  on  Ed  Lima,  director  of  the  Cape  Ann 
Fishermen's  Cooperative  of  Gloucester. 

TESTIMONY  OF  EDWARD  LIMA,  DIRECTOR,  CAPE  ANN 
FISHERMEN'S  COOPERATIVE  OF  GLOUCESTER 

Mr.  Lima.  Thank  you.  Chairman  Torkildsen  and  Congressman 
Longley.  It's  nice  to  nave  you  here.  Before  I  read  my  testimony,  I 
would  like  to  state  for  the  record  that  I  strongly  believe  that  you. 
Congressman  Torkildsen,  are  putting  a  tremendous  amount  of  ef- 
fort and  lead  in  finding  solutions  for  this  small,  complex  fishing  in- 
dustry currently  in  the  throws  of  transition. 

This  hearing  is  evidence  of  that  and  I  honestly  believe  that  this 
Gloucester  industry  is  finally  getting  the  attention  that's  needed 
now  by  our  Federal  Congressmen. 

Chairman  Torkildsen.  Thank  you. 

Mr.  Lima.  First,  I  want  to  thank  you  for  inviting  me  here  today. 
I'm  Edward  Lima,  director  of  the  Cape  Ann  Fishermen's  Coopera- 
tive of  Gloucester,  Mass.  The  co-op  is  an  economic  organization 
composed  of  individuals,  medium  and  large  fishing  operation,  all 
small  businesses.  This  organization  was  formed  with  the  specific 
mission  to  redirect  efforts  on  other  under-utilized  species — in  par- 
ticular, mackerel  and  herring — and  not  just  to  harvest  these  spe- 
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cies,  but  to  open  new  markets  and  manufacture  new  products  from 
them. 

However,  all  attempts  by  us  and  probably  anyone  else  sitting  at 
this  table — all  attempts  by  us  to  develop  these  under-utilized  fish- 
eries have  been  thwarted  by  a  lack  of  Federal  fisheries  develop- 
ment policy. 

Why  are  these  small  business  fishing  operations  crucial  to  this 
city's  economy  and  what  is  their  overall  contribution  to  its  eco- 
nomic system?  In  raw  dollars  and  cents,  each  small  business  off- 
shore vessel  represents  over  $400,000  per  year  paid  into  the  local 
economy  for  goods  and  services  necessary  to  support  their  small 
business  operations.  This  money  supports  ice,  fuel  suppliers,  repair 
yards,  so  on  and  so  forth,  each  a  small  business  in  its  own  right. 

As  a  result,  the  benefits  from  the  resource  are  used  to  support 
a  multitude  of  on-shore  small  businesses,  each  employing  local  citi- 
zens and  each  contributing  to  the  overall  economic  health  of  the 
community.  But  this  healthy  economic  relationship  between  the  in- 
dustry and  community  is  being  threatened  and  the  potential  effects 
resulting  from  the  disruption  of  this  economic  relationship  have  not 
been  quantified  in  any  meaningful  way. 

Due  to  the  severe  depletion  of  Gloucester's  traditional  fishery, 
groundfish,  the  Federal  Grovemment  has  attempted  to  formulate 
and  implement  policy  to  reduce  fishing  efforts  on  the  multispecies 
fishery  to  conserve  and  rebuild  those  depleted  stocks.  That  Federal 
policy  may  be  sound  where  all  species  in  the  region  are  over-fished 
and  overcapitalized,  but  for  the  New  England  fleet,  there  are  alter- 
native under-utilized  stocks  in  our  coastal  waters  which  could  sup- 
port a  significant  amount  of  effort  in  a  sustainable  way,  those 
being  primarily  herring  and  mackerel. 

Not  only  could  these  stocks  support  the  current  level  of  small 
business  activity,  but  offer  potential  growth  given  full  development 
of  the  fisheries.  Knowing  this,  the  Federal  policy  should  be  targeted 
at  developing  these  fisheries  and  supporting  the  efforts  of  the  small 
business  community  to  seize  the  opportunities  the  resource  may 
hold. 

The  shifting  of  existing  capital  along  with  additional  capital 
should  be  the  thrust  of  Federal  fisheries  policy  and,  most  impor- 
tantly, a  place  where  the  SBA  can  play  a  significant  role. 

Rather  than  a  development  framework  for  this  fishery,  current 
Federal  fisheries  policy  seems  to  be  driven  by  an  over-simplistic  so- 
lution to  the  problem  at  hand,  that  being  to  reduce  as  much  as  pos- 
sible the  small  businesses  which  this  industry  is  made  up  of  and 
apparently  replace  that  with  a  corporate-owned  factory  and  fleet. 

Up  to  this  point,  little  Federal  aid  has  been  committed  to  help 
the  fleet  and  on-shore  small  businesses  diversify.  For  example, 
most  of  the  applications  submitted  for  aid  under  the  last  round  of 
FIG  grants,  which  were  geared  toward  redirecting  efforts  on 
groundfish  to  mackerel  and  herring,  were  not  funded.  These  two 
very  abundant  species  offer  the  most  promise  in  building  a  sustain- 
able and  diversified  industry,  which  is,  in  fact,  an  intertwined  set 
of  small  businesses  supporting  small  businesses. 

The  SBA  can  play  a  significant  role  in  helping  the  small  business 
fleet  and  shoreside  services.  As  it  stands,  SBA  has  not  been  ac- 
tively involved  except  to  refinance  boats  which  show  good  perform- 
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ance,  a  tough  task  when  boats  are  being  severely  reduced  in  their 
fishing  effort.  The  SBA,  given  a  serious  commitment  to  the  small 
business  fishing  industry,  can  provide  assistance  and  support  in 
the  following  ways. 

First,  for  each  boat,  consolidate  and  refinance,  at  low  interest, 
over  the  long-term,  their  outstanding  debt.  Second,  develop  a  list 
of  shoreside  small  businesses  eligible  for  aid  and  refinance  their 
debt  with  the  same  terms  as  the  boats.  Third,  develop  a  maritime 
industry  component  of  SCORE,  which  can  assist  these  small  busi- 
nesses with  financial  matters,  loan  applications  and  so  on. 

Fourth,  reduce  the  risk  exposure  to  the  banks  on  these  loans  to 
a  minimum.  Fifth,  from  the  expertise  of  the  maritime  SCORE 
teams,  create  a  maritime  industry  loan  approval  board  rather  than 
have  the  banks  pass  the  loan  to  SBA.  Sixth,  become  active  in  fi- 
nancing new  shoreside  processing  and  seafood  manufacturing  busi- 
nesses. Seventh,  streamline  the  loan  application  process. 

The  SBA  must  recognize  the  fact  that  the  local  fishing  industry 
is,  in  fact,  a  set  of  small  businesses,  all  interrelated,  and  treat 
them  as  a  viable  economic  unit  in  need  of  their  assistance.  SBA  can 
play  a  pivotal  role  not  only  to  maintain  the  current  fleet  and  infra- 
structure, but  can  provide  the  support  now  which  will  create  a  new 
diversified  small  business  sustainable  industry  for  this  port. 

We  cannot  afford  to  lose  what's  been  built  over  the  past  350 
years.  We  need  the  resources  to  build  on  it  and  seize  new  oppor- 
tunity. These  small  businesses  need  your  help  now. 

Thank  you.  Congressman. 

[Mr.  Lima's  statement  may  be  found  in  the  appendix.! 

Chairman  TORKILDSEN.  Thank  you  very  much,  Mr.  Lima.  Now, 
I'd  like  to  ask  Scott  Memhard,  president  and  general  manager  of 
Cape  Pond  Ice  Co.,  for  his  testimony. 

TESTIMOP^  OF  R.  SCOTT  MEMHARD,  PRESmENT  AND 
GENERAL  MANAGER,  CAPE  POND  ICE  COMPANY 

Mr.  Memhard.  Thank  you  for  the  opportunity  to  speak.  As  one 
small  fishing-related  business,  I  believe  our  individual  experience 
is  typical  of  other  shoreside  support  for  the  industry,  including 
wharves,  processors  and  marine  repair  yards. 

Cape  Pond  Ice  is  a  150-year-old  business  that  grew  around  the 
fishing  in  Gloucester.  A  year  ago,  we  went  to  the  SBA  for  help.  Be- 
cause of  tight  conditions  in  the  industry,  we  needed  a  loan  guaran- 
tee to  cover  the  risk  of  a  proposed  bank  loan.  We  were  turned 
down.  This  dismayed  us.  We  thought  that  the  Small  Business  Ad- 
ministration was  there  to  help  in  a  situation  like  ours,  where  a 
whole  industry  is  struggling  and  looking  for  a  strategy  to  survive. 

Some  background  about  ice.  With  fresh  fish,  ice  is  critical.  The 
industry  needs  a  reliable,  ample  supply  of  ice.  Our  harbor-front 
plant  can  produce  350  tons  of  ice  a  day.  We  employ  6  year-round 
and  25  to  30  during  the  peak  summer  season.  Cape  Pond  Ice  is  an 
important  backup  resource  even  for  those  with  their  own  ice  ma- 
chines. Boats  and  processors  have  always  purchased  the  majority 
of  our  ice. 

Because  of  groundfish  declines,  our  fish  ice  sales  to  this  market 
have  been  way  down,  less  than  40  percent  of  total  revenue  last 
year.  This  loss  has  been  partly  offset  by  increased  ice  sales  to  boats 
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fishing  for  herring.  Ice  is  a  key  requirement  for  under-utilized  spe- 
cies hlte  herring,  hke  dogfish,  hke  mackerel.  We  also  have  been 
somewhat  successful  in  finding  other  markets,  like  retail  bagged 
ice,  produce  growers,  ready-mix  concrete  companies,  even  buyers  of 
ice  sculptures.  We've  diversified  to  help  cover  overhead  costs,  but 
these  can't  replace  our  fishing  industry  base. 

Like  many  businesses,  particularly  seasonal  businesses,  we  rely 
on  bank  support,  loans,  and  credit  lines  to  finance  plant  improve- 
ments, to  pay  operating  costs  during  the  slow  season.  Although 
business  is  tight,  we  have  a  perfect  loan  payment  record  with  our 
banks  for  over  10  years. 

But  when  we  applied  to  our  local  bank  for  a  loan  in  the  fall  of 
1993  to  cover  urgent  plant  repairs  and  for  seasonal  operating  cap- 
ital, they  said  we  needed  a  loan  guarantee  from  the  SBA.  So,  we 
applied  for  an  SBA  guarantee  and,  as  I  said,  we  were  turned  down. 
We  reworked  our  application.  We  resubmitted  it  to  the  SBA  and  in 
February  of  last  year,  the  SBA  turned  us  down  again. 

In  its  denial  letter,  the  SBA  said  it  was  unable  to  approve  us  for 
the  usual  business  reasons — slim  profits,  unfavorable  sales  trends, 
inadequate  working  capital.  Because  our  loan  collateral  is  our  wa- 
terfront property  and  ice  plant,  so-called  highly  specialized  collat- 
eral, it  was  considered  to  be  inadequate  to  support  our  loan. 

The  SBA  told  our  banker,  who  had  worked  very  hard  with  us  to 
prepare  our  loan  guarantee  application  and  who  thought  that  it 
should  have  been  approved,  that  the  SBA  was  concerned  about, 
first,  the  immediate  future  of  the  local  fishing  industry;  second,  the 
future  of  businesses  like  ours  which  depend  on  the  fishing  indus- 
try; and,  third,  anticipated  further  declines  in  industrial  waterfront 
real  estate  value  because  of  declines  in  fishing. 

It  puts  you  in  a  tough  spot.  I  cannot  today  express  how  difficult 
a  position  this  put  us  in  at  Cape  Pond  Ice  Co.,  a  year  ago  last  Feb- 
ruary. We  were  on  the  verge  of  shutting  down,  our  employees  out 
of  work,  and  Gloucester  without  a  large  ice  plant.  We  did  manage 
to  survive  last  spring,  just  as  the  boats  were  struggling  with  the 
implementation  of  Amendment  5.  We  tightened  our  belts,  staff  de- 
ferred pay,  took  temporary  layoffs.  The  owners  came  up  with  a  loan 
to  meet  the  payroll  and  pay  the  power  bill.  Our  bank  deferred  loan 
principal  payments  and,  finally,  our  bank  also  made  a  small  loan. 

I  am  proud  to  say  that  we  have  serviced  this  new  debt  as  sched- 
uled and  we  have  further  reinvested  in  our  business.  For  us  1994 
turned  out  to  be  a  solid  year.  Today,  we  are  here  prepared  to  be 
a  part  of  Gloucester's  future,  but  no  thanks  to  the  Government's 
SBA. 

In  our  case,  for  the  time  being  at  least,  the  private  sector  solved 
the  problems  on  its  own.  This  seems  wrong.  The  SBA  should  be  an 
active  partner  with  the  banking  community  and  other  Federal, 
State,  and  city  resources  geared  to  retaining  and  strengthening  key 
businesses. 

Federal  funding  assistance  of  local  revolving  loan  funds,  like  the 
Cape  Ann  Commercial  Fisheries  Loan  Fund  and  the  Gloucester  In- 
vestment Revolving  Loan  Fund,  are  two  practical  responsive  fund- 
ing mechanisms.  The  fishing  industry  will  be  condemned  if  its  vital 
services  are  cutoff  and  if  we  allow  its  infrastructure  to  be  de- 
stroyed. 
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Thank  you. 

[Mr.  Memhard's  statement  mav  be  found  in  the  appendix.] 

Chairman  TORKILDSEN.  Thank  you  very  much,  Mr.  Memhard. 

Now  I'd  like  to  ask  Pat  Frontierro,  of  Frontiero  Brothers,  Inc.,  of 

Gloucester,  for  his  testimony. 

TESTIMONY  OF  PASQUALE  FRONTIERRO,  PRESIDENT, 
FRONTIERO  BROTHERS,  INC. 

Mr.  Frontierro.  Thank  you,  Chairman  Torkildsen,  Mr.  Longley. 
I  have  gotten  two  SBA  loans.  One,  they  structured  it  the  way  they 
wanted.  The  big  problem  is  I  got  them  through  the  political.  I  had 
to  go  to  the  top  people  and  say,  look,  they  give  me  a  hard  time, 
I  need  the  money,  the  local  banks  won't.  By  persistence,  I  got  them. 

The  first  one  I  got  and  they  structured  it  their  way  and  I  got 
more  trouble,  because  when  you're  looking  for  X  amount  of  dollars, 
they  always  give  you  less  and  then  you've  got  all  the  other  hidden 
fees.  So,  you  end  up  in  the  hole.  What  little  money  you  had  to  work 
with  you  don't  have  and  now  you're  fighting  to  survive. 

Their  rules  and  their  paperwork  is  a  lot  more  than  the  bank.  If 
you  need  two  refusals  fi*om  a  bank,  then  why  should  you  be  harder 
than  them?  If  you've  got  the  property,  the  collateral  and  everything 
else,  they  should.  First,  I  think  it's  the  rules  that  the  Government 
puts  on  SBA  to  go  by.  I  don't  blame  it  all  on  SBA.  I  blame  it  on 
them  conducting  it  by  their  rules.  I  think  the  Government  should 
look  at  the  rules. 

Second,  I  had  to  go  through  the  same  procedure.  It  took  me  a 
year  and  3  days.  They  gave  me  a  list.  I  compiled  it  all  and  then 
they  refused  me.  The  big  problem  is  how  can  I  adjust  to  what  I'm 
going  to  do  when  the  Ck)vernment,  on  the  other  hand,  is  making 
rules  and  regulations  of  cutting  this  industry  down  without  any 
reason. 

I  sat  and  listened  to  people  here.  They  want  to  close  the  industry 
to  make  the  stocks  grow.  You  people  ought  to  get  a  copy  of  Brian 
Tobin,  Prime  Minister  of  Fisheries  of  Canada,  on  the  seals,  the 
predator,  just  one  predator,  they  eat  45  million  pounds  of  juvenile 
fish  a  sav.  We  blame  the  fishermen.  When  you  close  the  industry 
up  and  tne  boats  stay  tied  to  the  wharf  and  all  the  related  indus- 
tries go  down,  how  do  they  control  the  seals  out  there? 

Chairman  Torkildsen.  Could  you  repeat  that  number,  Pat? 

Mr.  Frontierro.  45  million  pounds  per  day  and  40  percent  is  ei- 
ther Arctic  cod  or  Atlantic  cod. 

Chairman  Torkildsen.  Thank  you. 

Mr.  Frontierro.  There  is  a  body  of  3.5  million  seals  out  there 
and  growing  and  Brian  Tobin  sent  me  that  document.  There's  three 
documents  on  it. 

But  my  problem  is  SBA — I'd  be  out  of  business  if  it  wasn't  for 
SBA,  but  it  was  a — I  had  to  be  persistent  and  I  had  to  go  different 
avenues,  I  had  to  hop  and  hop  and  hop.  The  other  thing  that  the 
SBA  says,  I'm  funding  everybody  who  has  a  home  on  tne  beach. 
What  is  fiood  insurance?  Whv  do  I  have  to  have  it?  I  don't  expect 
a  natural  disaster  in  the  middle  of  Gloucester  Harbor.  So,  it  costs 
me  $1,000  to  $1,500  every  year  to  fund  somebody  who  wants  to  put 
a  beach — on  stilts  on  a  beach,  a  house,  and  it  goes  down  and  he 
gets  the  money. 
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I  mean,  these  are  things  that  have  to  be  looked  at.  I  have  to  cut 
my  costs  to  generate  and  stay  in  business.  I've  been  in  business  30 
years  and  I've  grown  up  on  the  waterfront  all  my  life.  Unless  the 
Government  bends  with  us  and  helps  us,  then  something  else  is 
going  to — we're  not  going  to  be  here.  It  isn't  just  the  fishermen. 
You  have  the  processors.  If  you  eliminate  licenses  on  fishing,  you 
eliminate  licenses  on  processors,  you  eliminate  areas  they  can  fish. 
I  mean,  if  you  had  100  miles  to  fish  and  now  you  got  100,  I  don't 
care  what  statistics  they  come  up  with.  You  can't  catch  the  fish 
that  we  caught  years  ago.  When  you  throw  20  to  30  percent  over- 
board that's  dead,  that's  small,  those  are  statistics  that  no  one 
knows.  I  think  no  one  should  be  accounted  for  them. 

The  treatment  plant,  waste  water,  take  out  the  solids,  take  out 
the  natural  fish.  Your  processor  gets  fined  because  there's  a  little 
extra  fish  oil  in  it  or  a  BOD,  a  blood  count  high.  But  then  they  put 
it  overboard  with  chemicals.  All  the  chlorine  that's  going  into  this 
harbor.  You  cannot  blame  the  fishermen,  but  we  are  being  blamed 
and  no  one's  taking  the  full  picture.  I  think  the  rules  and  regula- 
tions of  SBA  should  be  revised.  If  you're  going  to  help  us,  this  is 
where  it  comes  in. 

It's  going  to  have  to  be  easier.  You're  going  to  have  to  be  able 
to  get  a  loan  where,  if  you  can't  pay  the  principal,  at  least  you  can 
be  able  to  pay  just  the  interest  and  continue,  like  years  ago.  These 
are  some  of  the  issues  that  should  be  addressed. 

Thank  you. 

[Mr.  Frontierro's  statement  may  be  found  in  the  appendix. 1 

Chairman  TORKILDSEN.  Thank  you  very  much  for  vour  testi- 
mony. Now  for  the  final  witness  on  this  panel,  Mr.  Ed  MacLeod. 
I  would  like  to  say  that  while  I  have  asked  all  of  the  witnesses  in 
the  past  for  assistance  and  information  and  that  has  been  most 
helpful,  I'm  particularly  appreciative  of  Mr.  MacLeod's  help  and  his 
expertise.  I  know  he's  been  helpful  to  many  people  on  my  staff  and 
many  people  around  Gloucester.  So,  thank  you  very  much  for  testi- 
fying today. 

TESTIMONY  OF  EDWARD  MACLEOD,  CONSULTANT  TO  THE 
FISHING  INDUSTRY 

Mr.  MacLeod.  Thank  you.  Chairman  Torkildsen,  Congressman 
Longley,  my  name  is  Edward  MacLeod.  I  have  been  associated  with 
the  commercial  fisheries  of  New  England  in  a  management  capac- 
ity for  a  period  of  35  years  and  an  additional  9  years  as  a  senior 
staff  member  of  the  National  Marine  Fisheries  Service  in  the 
Northeast  Regional  Office  in  Gloucester.  At  the  present  time,  I  am 
semiretired,  but  I  still  participate  on  a  small  scale  as  a  consultant 
on  local  fisheries  issues. 

I  am  happy  to  state  that  I  am  also  a  volunteer  for  the  Service 
Corps  of  Retired  Executives,  which  is  sponsored  by  the  Small  Busi- 
ness Administration.  We  offer  our  services  free  of  charge  to  any  in- 
dividual or  company  that  seeks  assistance  to  solve  problems  en- 
countered in  going  into  business  or  those  incurred  while  in  busi- 
ness actively. 

We  have  neld  consulting  sessions,  as  well  as  responded  to  numer- 
ous telephone  calls  on  many  occasions  to  individuals  actively  en- 
gaged in  the  commercial  fisheries  in  Essex  County.  During  the  past 
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45  years,  I  have  never  witnessed  a  period  in  which  the  commercial 
fisheries  of  Massachusetts  has  been  confi-onted  with  the  serious 
economic  problems  that  exist  today.  The  root  of  the  problems  are 
caused  primarily  by  the  scarcity  of  traditional  species  that  have 
been  the  economic  backbone  of  the  local  fishing  ports  for  centuries. 

At  the  present  time,  the  New  England  Fisheries  Management 
Council  is  concentrating  its  effort  on  producing  Amendment  7  to 
the  Multi-Species  Plan,  which  will  reduce  fishing  activities  on 
Georges  Bank  and  in  the  Gulf  of  Maine.  This  action  will  have  a  se- 
rious adverse  impact  on  the  fishing  communities  in  New  England. 

Further,  the  council  will  soon  hold  public  hearings  on  Amend- 
ment 5  to  the  Lobster  Plan,  which  likewise  could  negatively  impact 
the  local  communities.  In  both  instances,  it  has  been  publicly  stat- 
ed that  there  will  be  short-term  economic  problems  that  will 
produce  long-term  economic  gains. 

In  order  to  realize  this  optimistic  future,  we  have  to  provide 
some  assistance  to  assure  that  we  will  have  some  experienced  fish- 
ermen, boats  that  are  well  maintained  and  efficient,  and  processing 
facilities  that  are  capable  of  producing  a  quality,  value-added  prod- 
uct at  the  point  of  vessel  discharge.  Further,  locations  for  expanded 
processing  facilities  in  the  future  must  be  protected  and  the  re- 
quired municipal  services  provided. 

To  achieve  this,  the  commercial  fisheries  will  need  the  assistance 
of  the  various  governmental  loan  agencies  through  loan  guarantees 
or  direct  loans  for  working  capital,  modernization  and  efficiency, 
and  new  capital  expenditures  for  shoreside  facilities. 

This  will  not  happen  if  the  rules  and  regulations  governing  the 
granting  of  loans  are  not  revised,  whereby  more  weight  is  given  to 
the  individual's  ability  to  repay  by  reference  to  his  or  her  past 
records.  Until  the  final  fisheries  management  changes  are  known, 
we  will  not  know  the  potential  negative  impact  that  will  occur. 
However,  we  do  know  that  some  companies,  boats,  and  fishermen 
will  not  survive  in  the  commercial  fisheries. 

Those  that  do  make  it  will  need  financial  assistance.  For  over  2 
years,  the  participants  in  the  commercial  fisheries  have  found  it  al- 
most impossible  to  obtain  bank  loans  because  of  the  adverse  public- 
ity that  has  clouded  its  future. 

The  Small  Business  Administration  should  develop  a  program 
that  would,  first,  allow  fishermen  and  shoreside  workers  who  nave 
the  ability  and  skill  to  start  up  their  own  small  business;  second, 
to  fund  allied  businesses  to  the  commercial  fishing  industry  that 
are  impacted  financially,  should  be  considered  for  funding  and  ex- 
panding into  new  fields  or  developing  new  markets;  third,  vessels 
to  install  new  equipment  to  improve  efficiency,  safety  and  quality 
of  products,  plus  new  gear  that  improve  conservation  practices; 
also,  new  gear  and  equipment  to  retrofit  to  participate  in  other 
open  fisheries;  fourth,  processors  to  purchase  equipment  that  would 
allow  them  to  operate  more  efficiently,  produce  new  products  of 
high  quality,  improve  sanitary  conditions,  and  comply  with  envi- 
ronmental laws. 

Consideration  has  to  be  given  to  providing  direct  loans  for  work- 
ing capital,  seasonal  or  otherwise,  to  be  used  in  the  development 
of  business  endeavors  utilizing  nontraditional  species. 
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In  conclusion,  I  hope  that  these  hearings  are  productive  and  will 
bear  positive  results  directly  to  fishermen,  boat  owners,  processors, 
shoreside  workers,  and  allied  businesses  to  the  commercial  fish- 
eries. To  date,  the  assistance  provided  by  the  Government  has  not 
provided  meaningful  direct  assistance  to  these  parties. 

Thank  you. 

[Mr.  MacLeod's  statement  may  be  found  in  the  appendix.] 

Chairman  TORKILDSEN.  Thank  you  very  much  for  your  testi- 
mony. Now,  I  would  like  to  open  this  panel  for  questions.  Congress- 
man Longley,  I'll  let  you  start,  again,  if  you  have  any  questions  for 
this  panel. 

Mr.  Longley.  Thank  you,  Mr.  Chairman.  We've  got  a  limited 
amount  of  time  and  there's  been  some  very  valuable  testimony,  but 
I'd  like  to  maybe  pick  up,  Ed  Lima,  on  what  you  said  about  mack- 
erel and  herring. 

Could  you  discuss  why  you  feel  that  those  represent  under-uti- 
lized species,  what  the  opportunity  might  be,  but,  more  particu- 
larly, why  there  seems  to  be  some  resistance  to  either  help  you  get 
into  those  fisheries  or  what  are  the  practical  obstacles  that  you 
need  to  overcome  to  be  able  to  take  advantage  of  them? 

Mr.  Lima.  That's  a  big  question  to  answer  right  here  in  a  few 
minutes  or  less. 

Mr.  Longley.  That's  why  I'm  focusing  on  you. 

Mr.  Lima.  I  think  the  abundances  of  those  species  are  well  docu- 
mented. The  optimum  yield  for  mackerel,  which  is,  I  think,  a 
guesstimate  more  than  anything,  is  about  140,000  to  150,000  met- 
ric tons,  based  on  850,000  or  so  metric  tons  of  biomass.  Last  year, 
I  think  we  did  about  4,000  metric  tons  of  that  mackerel,  4,000  or 
5,000,  something  like  that. 

So  even  given  a  smaller  OSY  than  what  the  resource  can  offer, 
we  still  have  taken  only  a  very  tiny  percentage  of  its  total. 

Herring,  it's  very  difficult  to  put  a  finger  on  exact  numbers.  Some 

f>eople  say  a  million  metric  tons  of  herring.  In  that,  a  half-a-mil- 
ion,  500,000  metric  tons  of  herring,  we're  not  taking  an  awful  lot, 
probably  in  the  realm  of  100,000  or  so  per  year. 

Both  of  these  fisheries  offer  great  opportunity  for  expansion,  ob- 
viously more  in  terms  of  new  seafood  manufacturing  products  than 
for  the  traditional  filet,  which  is  generally  what  people  look  at  a 
fish  as  filets,  not  much  else. 

Encumbrances — well,  there's  quite  a  few.  The  Mayor  talked 
about  water  discharge.  I  think  that  can  be  dealt  with  fairly  simply 
given  new  technologies  and  employing  them.  Horizontally  inte- 
grated kinds  of  processing  systems,  where  your  waste  goes  on  one 
line  and  your  human  consumption  product  goes  on  another,  I  think 
that's  what  we  need  to  look  at,  not  giant  reduction  plans  and  that 
sort  of  thing. 

There  are  a  lot  of  new  products  being  made  from  those  and  we 
need  to  get  into  it  more.  If  we  eliminate  our  offshore  fleet,  which 
would  be  the  primary  fishers  in  a  mackerel  and  herring  fishery,  I 
am  willing  to  bet  that  you'll  see  a  TALK  being  given  at  some  point 
where  we  don't  even  participate.  At  this  point,  TALF's  can  be 
granted,  but  usually  participation  of  the  American  domestic  side. 

If  we  don't  have  that  infrastructure,  if  we  eliminate  it,  it's  going 
to  be  open  to  that  or  to  corporate  kinds  of  fishing  practices,  which, 
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I  think  in  New  England,  are  well  desired,  but  in  other  parts  of  the 
country  aren't.  I  have  a  very  distinct  fear  of  that. 

There  is  another  problem.  There  are  people  who  will  criticize 
opening  these  fisheries,  developing  them,  for  environmental  rea- 
sons. Given  adding  value  to  the  fisheries,  they're  afraid  of  a 
goldrush  mentality.  Say  mackerel  goes  from  a  few  pennies  to  20 
cents,  all  of  a  sudden  everybody  will  be  catching  mackerel,  and 
they  have — and  I  think  they  have  legitimate  fears  here. 

There  are  ways  of  dealing  with  that.  One  way  which  I  am  basi- 
cally putting  together  at  this  point  is  using  subregional  coopera- 
tives in  Maine,  Gloucester,  Rhode  Island,  Bedford,  and  New  Jersey 
and  granting  a  regional  quota  divided  amongst  them.  Basically,  it 
would  cap  the  effort  by  each  segment  of  the  industry  which  is  de- 
veloping the  fishery  and  it  puts  on  each  local  grouping  the  value- 
added,  how  far  do  you  want  to  go. 

Say  New  Jersey,  they  just  want  to  sell  the  herring  as  bait.  Well, 
they  get  3,  4,  or  5  cents  or  whatever  a  pound.  Say  in  Gloucester, 
they  want  to  make  a  herring — and  different  fertilizers  from  that. 
Well,  now  you've  added  more  layers  to  the  value  of  the  resource 
and  you're  going  to  get  more  money  going  back  to  the  people  who 
harvested  it. 

That  is  one  way.  Using  an  economic  rather  than  political  struc- 
ture to  manage  tne  industry  I  think  is  going  to  be  a  little  better, 
I  hope,  than  what  we  have  now  politically,  which  is  clearly  dysfunc- 
tional. This  management  system  simply  has  not  worked.  It  has  not 
worked  well  at  all  and  I  think  a  lot  of  it  is  kneejerk  reaction  rather 
than  proactive  regulation  and  development. 

Mr.  LoNGLEY.  If  I  could  just  pick  up  on  that.  What  changes  need 
to  be  made  to  the  fisheries  management  structure  to  get  the  deci- 
sionmaking that  you  feel  we  need?  I  want  to  just  volunteer  that 
just  in  the  limited  time  that  I've  been  a  Member  of  Congress,  it's 
just  become  very  apparent  to  me  that  we  have  processes  going  on 
top  of  processes,  but  nobody  gets  to  the  point  where  the  rubber 
meets  the  road  and  they  make  a  decision. 

Mr.  Lima.  Well,  I  think  in  terms  of  pelagic  development,  which 
is  mackerel  and  herring,  using  an  economic  structure  rather  than 
political  for  management  and  sort  of  bringing  the  two  together 
would  probably  work  much  better  than  the  dysfunctional  system 
we  have  now.  I  think  there  is  no — nobody  seems  to  buy  into  each 
other's  position.  The  Federal  Management  Council,  the  fishermen 
generally  don't  believe  they  know  what  they're  talking  about.  Of 
course,  when  fishermen  get  up  and  offer  information,  the  scientists 
don't  believe  what  they're  saying.  So,  you're  already  at  odds  before 
you  even  get  anywhere. 

It's  a  difficult  problem.  I  think  in  terms  of  fisheries  development, 
we  need  a  Federal  policy.  We  don't  have  one.  You  can  probably  go 
to  any  FAO  country  where  they're  involved  and  you  will  find  in  the 
Solomon  Islands  or  in  Touvalu  or  Queravas,  these  newly  developed 
nations,  the  fisheries  policy.  We  don't  have  it.  We  dont  have  any 
clear  policy  for  these  fisheries. 

It  seems  to  be  reactive  policy  on  a  day-by-day  basis  depending  on 
region,  but  we  don't  have  any  kind  of  commitment  toward  it  in 
terms  of  developing  it  as  an  industry.  We  don't  have  that.  You  can 
go  look,  ask  the  Department  of  Commerce  where  is  your  devel- 
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opmental  policy  for  the  fisheries  of  the  United  States  and  they'll 
tell  you  we  don't  have  one.  It's  not  there.  I  think  that's  one  of  the 
big  mistakes.  We  have  no  goals  and  objectives  in  terms  of  develop- 
ing this  industry  and  our  ocean  as  a  resource. 

I  think  that's  where  the  Magnuson  Act  fails  and  I  think  the  sys- 
tem fails  because  of  the  political  nature  of  it  and  that  no  one  has 
bought  into  it. 

Mr.  LONGLEY.  Appreciate  the  answer.  Thank  you,  Mr.  Chairman. 

Chairman  ToRKiLDSEN.  Thank  you,  Congressman  Longley.  Just 
briefly,  and  maybe  I'll  offer  this  out  to  anyone  who  would  like  to 
respond.  I  appreciate  the  testimony  of  both  Mr.  Memhard  and  Mr. 
Frontierro  about  their  experience  in  dealing  with  the  SBA  loan 
process. 

Is  there  just  a  general  feeling  that  you  see  out  there  that  people 
in  the  fishing  industry  feel  confident  enough  to  even  apply  for  loans 
or  is  it  so  imcertain  that,  either  because  they're  getting  less  than 
positive  signals  from  the  financial  community  or  from  the  regu- 
lators? I  mean,  just  talk  a  little  bit  about  the  general  attitude  that 
you  see  out  there. 

Certainly  the  experience  that  Cape  Pond  Ice  had  would  not  be 
a  very  positive  one  if  you're  talking  to  other  individuals  about 
loans.  But  would  anyone  like  to  talk  about  just  the  general  feeling 
that's  out  there  right  now  so  we  can  have  that  on  the  record?  Mr. 
MacLeod. 

Mr.  MacLeod.  Yes.  I'd  like  to  mention  in  a  couple  of  instances 
of  what  I  think  are  improvements  and  I  also  think  are  steps  back- 
ward in  the  loan  program.  Number  one,  SBA  has  come  out  with 
what  they  call  a  LowDoc  Program.  LowDoc  means  that  there's  re- 
duction in  the  documentation,  as  well  as  the  waiting  time.  I  think 
that  that  has  been  very  beneficial  in  their  loan  program  portfolio. 

But  by  the  same  token,  just  like  the  banks,  the  Small  Business 
Administration  looks  towards  collateral.  When  you  start  talking 
about  putting  up  a  person's  home,  you  have  to  look  at  both  sides 
of  it  from  the  point  of  the  individual,  as  well  as  from  the  point  of 
view  of  the  person  in  Grovernment.  The  person  that's  worked  all 
their  lives  for  a  home  doesn't  want  to  give  that  up  as  collateral.  By 
the  same  token,  if  you're  in  Government  and  you're  serving  people, 
I  don't  think  that  you  would  relish  the  position  that  you're  going 
to  have  to  take  somebody's  home,  being  in  a  governmental  position. 
That's  point  number  one  in  talking  about  the  LowDoc  program  of 
$100,000  and  down. 

Recently,  under  the  loan  guarantee  program,  if  my  memory  is 
correct,  you've  gone  from  a  maximum  of  $750,000  down  to  $500,000 
as  a  loan  maximum.  I  think  that  there  should  be  a  special  category 
dealing  in  fisheries  during  this  period  of  turmoil  that  should  allow 
up  to  a  million-dollar  loan.  The  reason  I  say  that  is  that  there  are 
a  number  of  organizations  in  the  northeast  here,  as  well  as 
throughout  the  United  States,  that  provide  multiservices  to  a  fleet 
of  vessels  that  improve  quality  of  landings,  that  improve  price,  that 
provide  services,  that  provide  information  to  actually  many  vessels, 
such  as  in  Maine,  the  Portland  Display  auction. 

That  display  auction  is  going  to  encounter  a  period  of  transition 
when  it  goes  from  a  high  volume  of  approximately  30  million 
pounds  or  less  per  year  down  to  perhaps  something  in  the  neigh- 
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borhood  of  maybe  18  million  pounds  per  year.  There's  going  to  be 
a  period  of  financial  adjustment. 

Therefore,  an  organization  such  as  that,  that  could  handle  as 
many  as  50  or  60  boats,  has  got  to  be  placed  in  a  special  category. 
You  could  find  it  in  Gloucester,  as  there  is  a  potential  of  setting 
up  a  display  auction  here.  You  can  find  it  in  Rhode  Island,  in  the 
Point  Juditn  Fishermen's  Co-op.  Every  one  of  these  organizations 
or  similar  organizations  will  provide  benefits  to  a  relatively  large 
number  of  vessels  and,  therefore,  I  believe  should  be  looked  at  in 
a  special  type  of  way. 

Thank  you. 

Chairman  TORKILDSEN.  Thank  you.  Did  anyone  else  want  to  com- 
ment on  that  question?  Angela  Sanfilippo. 

Ms.  Sanfilippo.  My  experience  is  that  people  are  very  concerned 
about  applying  for  any  loan  because  of  the  uncertainty  of  the  in- 
dustry through  the  regulation,  and  that  is  the  fear  expressed  from 
the  bankers  and  the  SBA,  but  also  from  the  people.  The  fishermen 
come  to  me  and  say  I  want  to  do  this  and  I  want  to  do  that,  but 
I  cannot  go  and  get  a  $100,000  loan  to  put  new  gear  on  my  boat, 
to  put  in  a  refrigerator  system,  and  not  knowing  that,  one,  the 
market  is  not  really  there;  two,  regulation  can  change,  even  for 
those  species,  immediately. 

We  have  a  few  boats  in  Gloucester  who  spent  about  $100,000  of 
their  own  money  to  gear  for  herring  last  year  and  they  went  back 
to  groundfish  because  there  was  not  enough  of  a  market  for  them 
to  do  it.  So,  it's  very  scary  on  the  part  of  the  people. 

Chairman  TORKILDSEN.  Thank  you  very  much.  Again,  because  of 
time  constraints,  there  are  many  more  questions  I'd  like  to  ask.  Do 
you  have  any  more  questions.  Congressman  Longley? 

Mr.  Longley.  I'm  going  to  have  to  leave,  but  before  I  do,  before 
the  next  panel  comes,  I  iust  want  to  volunteer  how  appreciative  I 
am  to  Congressman  Torkildsen  for  the  invitation  to  be  here.  But 
you  can't  sit  in  this  beautiful  auditorium  and  knowing  the  history 
of  this  area  and  how — I'm  struggling  to  say  something,  but  I  think 
it  comes  from  Angela's  testimony. 

Families  have  been  fishing  in  these  waters  for  350  years.  This 
auditorium,  as  grande  as  it  is,  represents  only  a  small  part  of  the 
history.  But  it  brings  home  to  me  a  very  important  point,  and  that 
is  that  our  history  of  families  goes  back  almost  300  to  350  years 
and  our  Government  only  goes  back  180  to  200  years.  I  think 
there's  a  message  there  because  it  was  families  and  the  strength 
of  the  family  that  created  this  Grovernment. 

The  message  that  I'm  getting  from  the  testimony  is  that  we  now 
have  a  Grovernment  that's  failing  to  respect  the  fact  that  the  fami- 
lies have  traditions  and  experience  that  perhaps  the  Government 
could  learn  something  from.  As  I  see  the  examples  of  where,  on  the 
right  hand,  we're  trying  to  discuss  how  the  SBA  can  potentially 
help  the  community,  help  the  families  survive,  on  the — what  did  I 
say,  the  right  hand — on  the  left  hand,  we've  got  a  bill  of  $17,000 
a  nousehold  because  one  agency  of  the  Federal  Government  can't 
talk  to  the  other  agency  of  the  Federal  Government  and  is,  in  ef- 
fect, putting  a  burden  on  them  that's  making  the  problems  even 
worse  than  they  would  have  been  just  dealing  with  the  problem  it- 
self. 


29 

So  I  know  that  the  Congressman  shares  with  me  a  recognition 
that  we've  got  to  start  working  toward  a  Federal  Grovernment  that 
starts  to  respect  families  and  the  struggles  that  they  face  and  the 
difficulties  that  they  endure. 

I  also  want  to  volunteer  that  in  spite  of  the  difficulties,  I  know 
that  the  strength  of  the  families  that  have  been  here  for  350  years 
is  going  to  help  them  continue,  I  hope,  for  another  350  years.  It's, 
again,  great  to  be  here.  Thank  you  very  much. 

Chairman  Torkildsen.  Thank  you.  Congressman  Longley. 

Chairman  ToRKiLDSEN.  Let  me  echo  those  comments.  They're 
right  on  target.  I  appreciate  your  words  and  your  participation 
today  and  look  forward  to  working  with  you  in  the  future,  not  only 
on  the  Small  Business  Committee,  but  also  on  the  Resources  Com- 
mittee. Thanks  very  much. 

I  thank  this  panel  for  their  testimony,  as  well.  I  am  sure  I  will 
be  following  up  with  you  for  further  questions  and  because  of  time 
constraints,  cannot  ask  you  right  now  some  other  questions  I  have 
on  my  mind.  However,  I  do  thank  you  and  I  would  like  to  call  the 
third  panel  to  testify  now. 

While  the  witnesses  of  the  third  panel  are  coming  forward  to  tes- 
tify, I  do  want  to  recognize  a  few  dignitaries  that  we  have  with  us 
today.  President  of  the  Gloucester  City  Council,  Ab  Kahmbaty,  is 
here  with  us  and  appreciate  his  presence.  Also,  City  Councilwoman 
Valerie  Nelson  from  Gloucester,  and  the  following  Selectmen  from 
towns  throughout  the  district.  Nick  Barletta  and  Ted  Tarr  from 
Rockport;  Hattie  Stoltyfus  from  Salisbury;  Robert  Mcllveen  from 
Nahant;  Ed  Neill  from  Essex;  Rob  Morse  from  Rowley;  Ron  Kelly 
from  Manchester;  Bill  George  from  Ipswich;  Janette  Fasano  from 
Saugus. 

Also,  the  Town  Manager  of  Rowley,  Mike  Brazinsky;  Kevin 
Connolly  from  Mayor  McManus'  office  in  Lynn;  Nancy  London  from 
Mayor  Mead  in  Newburj^jort;  and  Jennifer  Miller  from  Senator 
Kerry's  office  in  Boston, 

We  thank  them  for  their  presence  here  today. 

I'd  like  to  thank  the  witnesses  on  our  third  panel  today  for  ap- 
pearing. They  are  Patrick  McGowan,  the  Regional  Administrator 
for  the  Small  Business  Administration;  Patricia  Hanratty,  senior 
vice  president  for  Fleet  Bank;  and,  David  Marsh,  president  of  the 
Gloucester  Bank  &  Trust  Company. 

Thank  you  all  very  much  for  appearing  to  testify  today.  I'd  like 
to  start  with  Patrick  McGowan. 

TESTIMONY  OF  PATRICK  McGOWAN,  NEW  ENGLAND  RE- 
GIONAL ADMINISTRATOR,  SMALL  BUSINESS  ADMINISTRA- 
TION 

Mr.  McGowan.  Thank  you,  Mr.  Chairman.  I  have  about  10  min- 
utes of  written  testimony.  Probably  what  I'll  do  is  I'll  skip  the  his- 
torical piece  of  my  testimony  and  go  to  what  the  SBA  has  and  can 
do  to  assist  the  fishing  industry. 

My  name  is  Patrick  McGrowan. 

Chairman  Torkildsen.  Thank  you.  Yes.  Your  entire  written 
statement  will  appear  in  the  record  and  I  do  appreciate  you  sum- 
marizing it. 
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Mr.  McGowAN.  I  know  you  have  a  time  constraint,  and  we'll  ex- 
pedite. Thank  you,  Mr.  Chairman.  My  name  is  Patrick  McGowan, 
and  I  am  the  Regional  Administrator  for  the  U.S.  Small  Business 
Administration  in  Boston.  I  am  from  Maine  and  also  am  a  small 
business  owner  in  Maine  and  for  15  years  ran  a  business  in  the 
State  of  Maine  that  had  a  weekly  purchase  from  a  fishermen's  co- 
op in  Down  East,  Maine.  So,  I  have  a  perspective  from  that  end, 
as  well. 

I'm  here  today  to  address  the  portion  of  this  hearing  in  regard 
to  what  the  U.S.  Small  Business  Administration  can  do  and  has 
done  for  the  fishermen  of  New  England. 

Over  the  years,  the  Small  Business  Administration  has  provided 
both  financial  and  technical  assistance  to  the  fishing  industry.  The 
U.S.  Small  Business  Administration  has  guaranteed  loans  to  our 
participating  lenders  for  fishing  vessels  and  shore-based  busi- 
nesses. Direct  disaster  assistance  loans  were  also  made  when  natu- 
ral disasters  have  occurred;  for  example,  the  hurricanes  of  recent 
years,  storms,  or  an  outbreak  of  red  tide. 

In  both  types  of  financial  assistance,  the  borrower  is  required  to 
show  realistic  repayment  ability,  and.  Congressman  Torkildsen,  as 
you  know,  as  a  member  of  the  Small  Business  Committee,  that  is 
the  rules  that  you  have  set  in  Congress  for  us  to  make  loans  based 
on  the  ability  to  repay. 

Last  year,  the  U.S.  Department  of  Commerce  sponsored  several 
meetings  where  fishing  industry  assistance  was  discussed.  As  a  re- 
sult of  these  meetings,  the  Small  Business  Administration  modified 
its  policy  of  refinancing  existing  non-SBA  guaranteed  debt.  This 
programs  is  called  the  Fishing  Industry  Loan  Restructuring  Initia- 
tive, which  you  mentioned  earlier  in  the  opening  of  this  hearing. 

Prior  to  tnis  modification  the  SBA  required  that  existing  7(a) 
loans  submitted  by  our  participating  lenders  for  refinancing  must 
have  always  been  in  a  current  payment  status.  That  is  no  more 
than  29  days  past  due.  Acknowledging  that  a  significant  number 
of  fishing  industry  loans  could  not  meet  the  29-day  current  pay- 
ment status,  SBA  eliminated  it.  So,  that  conflicts  with  some  earlier 
testimony. 

This  restructuring  is  only  for  this  industry.  However,  SBA  re- 
quires the  existing  lender  to  defer  any  payments  on  that  portion  of 
the  loan  that  cash-flow  of  the  business  cannot  support.  As  opposed 
to  a  collateral  piece  of  a  loan,  this  loan  must,  in  fact,  cash-flow. 

This  amount  is  determined  on  a  case-by-case  basis.  SBA  can  also 
allow  a  longer  term  if  the  remaining  life  of  the  vessel  warrants  it. 

It  is  not  the  intention  of  the  SBA  to  make  this  a  bank  bailout 
program,  with  taxpayers  bearing  the  extensive  losses.  A  copy  of 
this  initiative  is  with  my  testimony.  Congressman.  We  can  go  over 
it  in  detail.  The  person  that  wrote  it  is  a  member  of  our  staff  who 
also  worked  for  the  National  Marine  Fisheries  Service  and  has  had 
extensive  dealings  in  Gloucester  for  this  industrv.  So,  we  have 
some  people  who  have  an  expertise  in  both  SBA  lending  and  the 
fishing  industry. 

Lenders  have  had  some  interest  in  this  initiative.  However,  only 
one  loan  has  been  approved  to  date,  and  it  was  for  a  processing 
plant  in  Alaska.  I  will  tell  you  that  I  have  talked  to  Pat  Hanratty 
from  Fleet  Bank  this  morning  about  another  application  that  will 
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be  coming  into  the  SBA  which  has  several  elements  involved  in  it; 
a  line  of  credit  and  also  an  export  portion,  which  I  think  is  very 
important  as  we  try  to  diversify  the  catch  and  the  fishing  industry 
in  Massachusetts.  So,  we  have  some  hope  on  the  horizon  for  other 
loan  activity. 

Some  of  the  reasons  the  lenders  have  not  used  this  program  are 
varied  and  include  the  following.  Many  borrowers  have  been  paying 
their  loans  as  agreed,  and  that's  very  important  to  note  because  a 
bank  would  not  bring  a  loan  to  us  for  refinancing  if  they  have  sub- 
stantial collateral  and  the  loan  is  being  paid  as  agreed.  I  think 
that's  a  critical  element  in  the  question  as  to  why  we  have  not 
made  more  loans  with  this  initiative. 

The  banks  hold  enough  additional  collateral  over  and  above  the 
fishing  vessel,  including  personal  guarantees  to  protect  their  loans 
without  resorting  to  refinancing.  The  future  uncertainties  in  the 
fishing  industry  make  projections  of  cash-flow  almost  impossible, 
and  I  can't  underline  that  element  enough.  The  amount  of  cash 
that  has  traditionally  come  into  these  small  and  family  owned  busi- 
nesses has  varied  drastically  over  the  years. 

In  some  cases,  action  has  been  deferred  in  anticipation  of  a  ves- 
sel buyback  program  which  would  pay  the  loan  off  in  full.  There 
have  also  been  discussions  of  an  auction  where  foreign  govern- 
ments would  come  in  and  bid  on  domestic  vessels  to  take  them  to 
another  location  to  fish.  I  don't  know  anything  more  about  that,  ex- 
cept that  there  have  been  discussions  in  that  regard. 

Historically,  the  U.S.  Small  Business  Administration  has  as- 
sisted the  fishing  industry,  including  processors,  wholesalers,  re- 
tailers and  commercial  fishing  boats  through  its  7(a),  504  and  Dis- 
aster Loan  Programs.  Most  of  the  SBA's  financial  assistance  pro- 
grams are  provided  under  the  7(a)  loan  guarantee  program.  Under 
this  program,  the  agency  can  guarantee  up  to  90  percent  of  a  loan 
from  a  commercial  lender.  Virtually  all  industries  are  eligible  for 
this  program  provided  that  the  applicant  business  meets  SBA's  size 
standards.  That's  500  employees  or  less  or  sales  of  less  than  $3 
million. 

Fish  processors  cannot  have  a  labor  force  which  exceeds  500  em- 
ployees, and  I  don't  know  if  there  are  many  businesses  in  your  dis- 
trict, sir,  that  have  that  amount,  but  that  would  be  outside  of  our 
size  limits. 

The  benefits  to  the  borrower  under  this  guaranteed  loan  program 
are,  number  one,  the  business  may  be  able  to  obtain  a  loan  it 
might  not  have  qualified  for  conventionally.  We  would  enhance  the 
quality  of  the  loan.  We  don't  do  grants  and  we  have  low  interest 
only  for  our  disaster  loans.  So,  we  would  enhance  their  ability  to 
receive  a  loan  by  adding  a  length  of  time  and  a  Government  guar- 
antee. 

The  terms  of  these  loans  are  often  longer,  as  I  said,  and  the 
major  credit  criteria  applied  to  the  loans  submitted  under  this  pro- 
gram is  the  ability  to  repay.  Collateral  is  not  a  major  consideration. 

As  you  know,  there's  a  1-page  loan  application  for  loans  under 
$100,000  called  LowDoc.  It  has  taken,  in  the  last  12  months,  65 
percent  of  the  loan  volume,  of  the  $623  million  that  we  lent  in  New 
England.  It  is  being  processed  on  a  2-page  loan  application,  on  a 
high-speed  fax  machine,  and  turned  around  in  3  days. 
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The  applications  are  approved  and  the  borrower  will  have  the 
money  with  a  Government  guarantee.  We  have  several  examples  of 
success  stories  that  were  made — loans  that  were  made  in  your  dis- 
trict and  in  Massachusetts.  I  have  recently  reviewed  the  numbers 
of  loans  that  we  had  in  the  fishing  industry —  not  loans  in  the  re- 
structuring program — ^but  loans  that  we  have  made  to  people  in  the 
fishing  industry  in  Massachusetts.  These  were  a  total  of  613  loans 
for  $23  million. 

In  Congressman  Longley's  State,  which  is  my  home  State,  255 
fishing  industry  loans  at  a  value  of  $7.7  million  are  in  the  SBA 
portfolio.  We  have,  in  fact,  been  a  major  help  to  the  fishing  indus- 
try in  New  England,  and  we  look  forward  to  the  results  of  this 
hearing  to  further  help  to  the  fishing  industry. 

I  thank  you  very  much  for  allowing  us  to  testify  today. 

[Mr.  McGrowan's  statement  may  be  found  in  the  appendix.] 

Chairman  ToRKiLDSEN.  Thank  you,  Administrator  McGowan,  for 
your  testimony.  Now,  I'd  like  to  call  on  Patricia  Hanratty,  senior 
vice  president  of  Fleet  Bank. 

TESTIMONY  OF  PATRICIA  HANRATTY,  SENIOR  VICE 
PRESIDENT,  FLEET  BANK 

Ms.  Hanratty.  Thank  you,  Mr.  Chairman.  I  am  pleased  to  be 
here  on  behalf  of  Fleet.  I  also  have  a  very  personal  stake  in  the 
prospects  of  small  business  throughout  northern  New  England  as 
the  Market  Manager  for  Business  Banking,  which  is  companies 
with  less  than  $5  million  in  sales  in  northern  New  England,  which 
includes  Massachusetts,  Maine,  and  New  Hampshire. 

The  fishing  industry  is  obviously  an  important,  though  declining 
staple  of  many  of  the  local  economies  in  Massachusetts  and  Maine. 
As  a  variety  of  witnesses  have  already  discussed,  the  fishing  indus- 
try, and  the  communities  which  are  dependent  upon  it,  are  facing 
the  most  challenging  period  in  our  history.  There  is  no  single  solu- 
tion, in  my  opinion,  to  these  challenges.  Neither  banks  and  their 
loans  nor  SBA  Programs  will  be  able  to  solve  the  problems  that  the 
industry  faces. 

The  issues  are  a  complex  mix  of  environmental,  economic,  and 
market  challenges.  The  public  and  private  sectors  need  to  create, 
I  believe,  new  strategies  and  approaches  to  both  ensure  the  long- 
term  survival  and  stability  of  the  industry  and  to  provide  alter- 
native opportunities  for  workers  who  have  been  and  will  be  dis- 
placed from  the  industry. 

As  many  of  you  know,  Fleet  took  a  leadership  role  in  this  very 
arena  in  the  city  of  New  Bedford  by  funding  a  particularly  interest- 
ing program  with  the  city,  the  city's  Mayor,  Mayor  Tiemey,  as  well 
as  their  private  sector  economic  development  agency,  the  New  Bed- 
ford Corp. 

Fleet  matched  with  $667,000  of  our  funds  in  loans  an  over  $2.5 
million  EDA  fishing  industries  grant,  which  was  granted  to  the  city 
of  New  Bedford.  These  loans  are  available  in  a  revolving  loan  pool, 
which  has  first  priority  for  the  fishing  industry,  but  will  be  used 
for  other  industries  along  the  line.  This  was  a  25  percent  match  to 
those  Federal  funds. 

The  revolving  loan  funds,  whether  they're  in  New  Bedford  for  the 
fishing  industries  or  through  SBA  Programs,  are  not  truly  the  only 
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answers.  I  say  that  as  a  strong  personal  supporter  of  the  SBA  and 
as  a  bank  which  has  increased  SBA  volume  and  has  an  increase 
of  SBA  volume  as  a  primary  goal. 

Unfortunately,  we  do  not  have  the  opportunities  in  the  industry 
to  fund  loans  which  do  not  have  repayment  capability.  In  my  opin- 
ion, neither  the  banks  nor  the  SBA  nor  the  individual  fishermen 
have  an  interest  in  pyramiding  debt  which  cannot,  in  fact,  be  paid 
without  the  liquidation  or  sale  of  collateral.  That  collateral  might 
include  boats  or  a  facility  or  even,  tragically,  a  personal  home.  I 
don't  think  that's  in  any  of  our  interest.  It's  certainly  not  some- 
thing that  banks  like  to  do.  It  certainly  isn't  something  that  SBA 
likes  to  do,  either. 

As  a  result,  I  do  believe  that  we  have  to  take  some  creative  solu- 
tions here.  One  of  those  creative  solutions,  in  addition  to  the  loan 
pool  in  New  Bedford,  and  I  am  pleased  to  say  that  I  would  be  very 
willing  and  happy  to  work  with  you,  Mr.  Congressman,  as  well  as 
with  the  Mayor's  office,  to  develop  a  similar  type  of  loan  pool.  I 
know  that  the  EDA  grant  has  been  made  to  Gloucester,  as  well, 
and  we  would  look  at  a  similar  25  percent  match  for  a  loan  pool. 

But  what  I  would  suggest  is  that  that  loan  pool  really  be  focused 
on  economic  development,  not  simply  the  fishing  industry,  and 
within  the  fishing  industry  with  expanding  opportunities.  Let  me 
give  you  an  example  of  expanding  opportunities.  Pat  McGowan 
mentioned  it  just  a  moment  ago. 

We  very  recently  approved  and  have  submitted  to  the  SBA  under 
their  export  finance  program  a  $500,000  line  of  credit  for  a  New 
Bedford-based  processing  company  which  is  going  to  be  exporting 
under-utilized  species,  dogfish,  and  monkfish,  throughout  Europe. 
The  development  of  this  market,  the  utilization  of  those  species  is, 
in  fact,  I  think,  a  critical  opportunity  which  we  may  pursue 
throughout  the  East  Coast  and  is  one  which  we  have  not  as  yet 
had  the  opportunity  to  pursue  actively  enough  to  create  and  ex- 
pand a  stable  job  base. 

At  the  same  time,  I  think  that  we  understand  both  within  New 
England  and  on  the  West  Coast,  as  well,  that  the  fishing  industry 
of  tomorrow  is  not  truly  the  fishing  industry  of  yesterday.  We  need 
to  focus  our  efforts  on  export,  utilize  other  examples  of  programs 
which  have  been  successfully  employed  by  the  lumber  industry  and 
a  variety  of  other  natural  resource-based  industries,  and  focus  on 
the  stabilization  of  the  industry,  but,  also,  even  more  importantly, 
on  the  reemployment  of  the  people  who  are  displaced  from  the  in- 
dustry. 

Fleet  is  proud  to  have  been  a  successful  participant  and  leader 
in  this  area  in  other  communities  in  which  we  do  business  and  I'd 
be  happy  to  work  with  you  toward  providing  somewhere  in  the 
neighborhood  of  a  $350,000  loan  fund  toward  this  effort. 

[Ms.  Hanratty's  statement  may  be  found  in  the  appendix.] 

Chairman  Torkildsen.  Thank  you  very  much,  Ms.  Hanratty. 
Now,  I'd  like  to  call  in  David  Marsh,  president  of  the  Gloucester 
Bank  &  Trust,  for  his  testimony. 
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TESTIMONY  OF  DAVID  L.  MARSH,  PRESIDENT,  GLOUCESTER 
BANK  &  TRUST  COMPANY 

Mr.  Marsh.  Thank  you,  Congressman.  Gloucester  Bank  &  Trust 
was  founded  in  1987,  with  about  $5.5  milHon  of  local  capital.  At 
that  time,  one  of  the  tenets  of  our  founding  was  that  we  would  sup- 

Eort  the  fishing  industry,  as  we  realized  the  consolidation  in  the 
anking  world  would  take  some  of  the  skills  that  we  had  locally  to 
fund  the  fishing  industry  away  from  Gloucester. 

At  our  high  point,  we  financed  approximately  $6  million  worth 
of  loans  in  the  city  involved  in  the  groundfishing  industry.  Unfortu- 
nately, that  total  has  dwindled  as  the  fortunes  of  the  fishing  indus- 
try have  declined  to  about  5  percent  of  our  loan  total. 

This  has  mirrored  the  decline  that  we've  seen  over  the  past  20 
years  in  the  industry.  If  you  look  back  to  1976,  you'll  see  that  the 
income  of  Gloucester  from  the  groundfish  industry  was  larger  than 
it  is  today.  If  you  think  about  anyone  having  a  salary  today  which 
is  the  same  as  they  had  in  1976,  you  could  see  how  people  would 
be  very  unhappy.  So,  we  have  had  this  difficulty.  Really  what  we've 
had  is  a  worsening  cash-flow  crisis.  Income  stays  the  same  or  goes 
down  and  expenses  increase. 

So  looking  at  the  industry  itself,  I  see  it  not  as  a  problem  of 
availability  of  funding  from  the  SBA  or  any  other  source,  because 
the  cash-flow  crunch  has  a  lot  of  people  to  repay  their  debt  in  many 
instances.  Thus,  we  have  had  people  not  wanting  to  pyramid  debt 
that  they  cannot  pay,  merely  leaving  the  field  of  play.  We  have 
many  fewer  vessels  than  we  had  in  1976  in  Gloucester  and,  thus, 
less  employment. 

What  I  see,  with  each  vessel  on  an  individual  basis,  once  one 
gets  in  trouble,  the  cash-flow  crisis  causes  delayed  maintenance. 
We  have  situations  where  the  boats  are  then  fishing  without  being 
properly  maintained.  They  break  down  at  sea.  Broken  trips,  fewer 
dollars.  They  come  into  port.  They  have  to  take  time  off  to  arrange 
for  financing,  repairing  winches  and  the  like,  and  we  have  more 
debt  piled  on  top  of  debt  that  they  can't  pay  already. 

So  it's  a  very  difficult  situation  for  us.  I  think  the  SBA  fishing 
industry  restructuring  initiative  is  well  intentioned.  I  don't  think 
it  can  meet  the  needs  of  the  fleet  at  this  time.  If  you  don't  have 
cash-flow,  collateral,  or  some  at  least  historical  performance 
records  that  you  can  pay,  it's  very  difficult  to  make  a  loan. 

I  think  the  real  solution  is,  as  several  other  people  have  said, 
limit  the  number  of  licenses  in  the  industry,  perhaps  purchase 
them  with  the  idea  of  having  vessels  go  into  other  fisheries.  It's 
really  going  to  be  a  long-term  process. 

I  believe  also  that  we  can't  look  at  this  program  in  an  isolated 
fashion.  I  think  we  also  have  to  have  an  integration  with  the  other 
fisheries  policies.  Once  this  is  done,  management  schemes  that 
allow  vessels  to  make  a  profit  that's  sufficient  to  reinvest  in  equip- 
ment and  keep  the  vessels  in  long-term  operation  I  think  will  bring 
the  industry  back  to  where  it  should  be. 

In  conclusion,  I  think  we've  got  to  be  careful  not  to  refinance  ex- 
cess capacity  in  an  industrv.  I  think  we've  done  that  too  many 
times  in  too  many  other  ind.ustries  and  the  result  is  just  disaster 
and  more  heartbreak  for  those  involved  as  investors  or  participants 
in  the  field. 
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[Mr.  Marsh's  statement  may  be  found  in  the  appendix.] 

Chairman  TORKILDSEN.  Thank  you  very  much  for  your  testi- 
mony. If  I  could  start  with  Administrator  McGowan.  The  point  that 
you  mentioned  that  imder  previous  rules,  anyone  who  was  more 
than  30  days  behind  would  not  qualified,  that  that  was  waived  for 
this  7(a) — this  application  under  7(a).  Even  with  that,  though, 
could  you  explain  why  no  loan,  at  least  in  New  England,  was  made 
under  this  program? 

What  are  the  obstacles  out  there?  Why  is  this,  which,  on  paper, 
should  be  able  to  help  some,  certainly  it's  not  going  to  help  in  every 
situation.  In  theory,  it's  supposed  to  be  there  to  help  and,  yet,  it 
is  of  no  real  use.  Why  is  it  not  there  to  help  when  that's  what  it's 
supposed  to  be  there  for? 

Mr.  McGowAN.  I  have  asked  this  question  several  times  in  the 
last  6  months  to  our  offices  throughout  New  England  as  to  why 
these  loans  are  not  coming  in.  First,  as  you  know,  we  don't — we 
will  not  consider  a  loan  unless  a  bank  brings  us  the  loan.  So,  we 
have  to  get  to  that  point  first  and  I  think  that  the  two  bankers  to 
the  right  of  me  have  detailed  whv  some  of  the  banks  have  not 
brought  these  loans  to  us.  They  nave  sufficient  collateral.  Why 
change  a  position  of  the  bank  that  may  be  much  better  under  the 
present  terms  of  a  loan? 

I  think  this  comes  from  my  previous  life  as  a  small  business  per- 
son— small  business  people — for  example,  fishermen — would  not 
want  this  effort  brought  forward.  I  think  the  major  word  is  uncer- 
tainty; uncertainty  in  their  industry  and  uncertainty  in  the  future 
of  their  products. 

We  have  loans  throughout  New  England  that  we  have  made — for 
example,  in  Point  Judith,  Rhode  Island,  where  there's  a  fishing 
boat  out  today  that  is  involved  in  catching  squid,  and  in  catching 
butterfish,  a  fish  that  we  traditionally  know  as  tuna  bait. 
Butterfish  is  sold  in  Japan  for  five  times  the  cost  of  what  it's  worth 
in  the  United  States.  There's  an  export  element  to  it. 

Before  the  boat  ever  hits  the  dock,  there's  a  market  for  that  fish. 
I  think  that  it  needs  to  be  looked  at  from  the  entire  industry's 

f>oint  of  view,  but  I  can  tell  you  that  I  wish  that  we  had  done  more 
oans.  Congressman,  in  the  fishing  industry  restructuring  initia- 
tive. But  we  have  to  get  them  in  the  door  before  we  can  consider 
those  loans,  and  we  haven't  gotten  them  in  the  door  yet. 

Chairman  ToRKiLDSEN.  Well,  let's  take  a  second  to  go  to  the 
bankers  on  the  panel  and  then  we  can  come  back  to  some  other 
questions.  For  you,  Ms.  Hanratty  or  Mr.  Marsh.  What  are  the  prob- 
lems that  you  see?  Obviously,  people  are  in  a  situation  where  they 
cannot  perhaps  meet  the  terms.  Other  people  are  meeting  the 
terms  of  the  loan  right  now. 

How  many  of  your  fishing  industry  loans  right  now  are  guaran- 
teed in  one  way  or  the  other  by  the  Federal  Government  anyway? 
Are  any  of  the  ones  that  Fleet  has  made  guaranteed  already 
through  other  agencies? 

Ms.  HAhfRATTY.  We  have  some  which  are  guaranteed,  and  I  speak 
generally,  not  just  in  Gloucester,  but  throughout  the  region.  We  do 
nave  some  loans  which  are  guaranteed.  Quite  frankly.  Congress- 
man, we  haven't  had  the  need  for  it  yet.  I  would  see  a  major  effort 
here  being  made  if,  in  fact,  one  of  the  existing  loans  that  either  had 
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a  guarantee  or  did  not  ran  into  trouble  and  it  would  be  an  alter- 
native to  what's  called  in  the  industry  a  workout  situation,  because 
the  restructuring  would  enable  the  company  to  continue  to  service 
its  debt. 

But,  quite  frankly,  we  haven't  had,  in  the  most  recent  past,  a 
large  number  of  loans  which  have  been  in  need  of  that  type  of  re- 
structuring. Many  of  those  loans  had  already  gone  through  restruc- 
turing several  years  ago.  If  you  look  back  during  the  credit  crunch 
period  of  1989-1990,  if  that  program  had  been  available  then,  I 
would  have  had  several  candidates  and  there  were  several  can- 
didates sitting  at  this  table  who  I  worked  with  during  that  period. 

But  we  haven't  had  it  really  in  late  '94  and  early  '95.  So,  it  may, 
in  fact,  come  up,  but  it  was  an  issue  that  really  was  a  couple  of 
years  past  its  prime. 

Chairman  Torkildsen.  Mr.  Marsh. 

Mr.  Marsh.  I'd  say  the  performing  credit  of  today  really  has  no 
use  for  this  type  of  program  and  that's  really  the  criteria  that 
you've  set  up  here.  So,  it  selects  naturally  just  the  best  loans  and 
they  don't  really  need  the  credit. 

Chairman  Torkildsen.  So  that  the  people  who  need  credit  don't 
need  this  program  or  can't  use  this  program,  but  the  people  who 
could  use  tne  program  don't  need  it. 

Mr.  Marsh.  No.  The  people  who  could  use  the  program  wouldn't 
qualify. 

Chairman  Torkildsen.  I  guess  that's  the  problem  that  I  have 
with  the  program. 

Mr.  Marsh.  Unfortunately,  they  couldn't.  There  very  likely  would 
be  a  high  risk  situation  and  their  ability  to  pay  is  really  in  ques- 
tion. 

Chairman  Torkildsen.  Even  with  the  Federal  Government  guar- 
anteeing 70  percent  of  the  loan,  from  your  perspective,  it  would  not 
be  a  prudent  risk. 

Mr.  Marsh.  Well,  the  cash-flow  is  suspect  currently  and  with  the 
10  percent  reduction  annually  in  the  effort,  it  only  makes  the  pro- 
jections look  worse,  unless  you're  going  to  give  a  grant. 

Chairman  Torkildsen.  Let's  go  back  to  Administrator  McGowan. 
Given  that  the  people  who  may  need  the  help  the  most  can't  get 
it  imder  existing  regulations,  what  changes  could  you  envision  to 
help  to  see  that  the  assistance  does  go  to  those  people  who  most 
need  it? 

Mr.  McGowan.  From  the  Small  Business  Administration's  per- 
spective, Congressman? 

Chairman  Torkildsen.  Yes. 

Mr.  McGowan.  If  the  Congress  should  choose  to  allow  us  to  give 
lower  rates  of  interest,  I  think  that  would  help.  We  have  elimi- 
nated the  economic  injury  provision,  as  you  know  from  the  presen- 
tations the  Administrator  has  made.  That's  been  proposed  to  be 
eliminated.  But  I  can  tell  you  that  as  for  the  points  that  have  been 
brought  up  this  morning  about  raising  the  limits  to  a  million  dol- 
lars and  for  easing  the  application  problems  with  the  20-page  ap- 
plications, we  have  already  taken  on  those  initiatives. 

I  think  that  the  real  question  is  whether  or  not  these  fishermen 
want  to  take  on  additional  debt.  If  they  do,  we  could,  with  some 
directive  from  our  central  office  in  Washington,  through  a  congres- 
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sional  initiative,  allow  them  lower  interest  and  longer  terms,  which 
I  think  would  probably  be  the  best  thing  that  we  could  do  for  those 
that  wanted  to  take  on  additional  debt. 

But  we  currently,  under  our  operating  rules,  cannot  do  that  with 
the  U.S.  Small  Business  Administration.  We  need  to  have  the  abil- 
ity to  repay  from  that  borrower.  Unless  it's  a  lower  interest  or  a 
longer  period  of  time,  these  people — many  of  the  people  who  have 
applied  would  not  be  able  to  repay. 

Chairmgm  Torkildsen.  Clearly,  any  money  lent,  we  want  to  see 
that  it  is  repaid.  We're  not  talking  about  lending  money  that  no 
one  hopes — that  no  one  expects  will  be  repaid.  The  interest  rate 
issue — clearly,  if  Governor  Weld's  request  for  the  designation  of  a 
disaster  area  is  granted,  that  is  an  area  where  the  SBA  c£in  pro- 
ceed with  lower  interest  loans. 

Mr.  McGowAN.  That  is  true.  The  request  for  a  disaster  declara- 
tion has  been  forwarded  to  our  disaster  office  in  Washington.  It  is 
the  first  such  type  request  in  our  history  to  declare  a  disaster 
under  the  reasoning  that  the  Governor  has  used. 

So  this  is  totally  new  ground  for  us  and  it  is  under  consideration 
right  now.  We  would  be  happy  to  try  to  get  an  answer  for  you  soon 
as  to  how  this  is  proceeding.  We  do  have  someone  here  from  our 
disaster  office  in  New  York.  But  this  is  a  brand  new  type  of  re- 
quest. Usually  we  have  a  natural  disaster. 

Chairman  Torkildsen.  It's  unusual.  My  understanding,  though, 
is  that  the  northwest,  the  salmon  fisheries  have  requested  and 
have  received  designation  of  disaster  and  disaster-related  relief  due 
to  unusual  draught  conditions  which  made  it  difficult  for  salmon  to 
spawn. 

Granted,  salmon  were  substantially,  if  not  over-fished,  substan- 
tially fished  and  that  contributed  to  it,  as  well,  and  certainly  that's 
going  to  be  very  important. 

Let's  shift  to  another  topic  for  everyone  on  the  panel,  but  related. 
If  we  have  a  plan  in  place  that,  by  general  scientific  and  reasoned 
analysis,  will  lead  to  the  restoration  of  the  fishery  in  5  to  7  years, 
would  that  allow  you,  from  your  position  as  lending  authorities,  to 
say  if  someone  does  have  access  to  the  fishery  or  someone  who  is 
there  now,  so  that  you  know  that  they  will  have  the  right  to  fish, 
will  that  be  sufficient  reason  to  keep  a  loan  or  to  extend  payment — 
extend  the  length  of  payment,  if  the  individual  requests  it,  in  that 
their  income,  while  maybe  limited  for  this  period  of  time,  under 
that  best  estimate,  would  probably  increase  after  this  crisis  is  over. 

Is  that  something  that  you  could  consider  as  part  of  that? 

Ms.  Hanratty.  It's  certainly  something  we  could  consider,  Mr. 
Chairman.  At  the  same  time,  it  would  be  probably  done  on  conjunc- 
tion with  an  SBA  Program,  whether  it's  the  existing  fishing  indus- 
try program  with  the  EDA  fishing  industry  grants  or  some  other 
combination  of  programs,  both  State  and  Federal. 

But  in  addition  to  that,  I  think  that  all  of  us  would  have,  as 
bankers,  we  have  to  see  some  very  specific  strategy  from  the  com- 
pany. It's  not  enough  to  have  a  global  strategy.  You  need  to  have 
a  company-based  strategy,  as  well,  and,  frankly,  I  think  that's  one 
of  the  issues;  that  the  resources  that  small  businesses,  particularly 
individual  fishermen  with  one  or  two  boats,  some  of  the  issues  that 
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they  face  is  actually  finding,  understanding,  developing  alternative 
markets. 

If  they  went  out  tomorrow  and  caught  a  batch  of  dogfish,  what 
would  they  do  with  them?  So  the  understanding  of  what  is  market- 
able, some  genuine  market  research,  which  obviously  is  not  some- 
thing that's  appropriate  for  lending,  but  it's  very  appropriate  for 
grants,  or  for  the  Federal  Government  or  the  State  government  in 
providing  "equity"  with  a  reasonable  return,  because  obviously  it's 
not  simply  a  grant  program,  but  an  economic  development  pro- 
gram, to  actuafiy  do  some  of  the  market  research,  to  identify  poten- 
tial brokers,  as  well  as  then  identify  what  modifications  would  have 
to  be  made  to  the  vessels. 

When  you're  down  to  the  level  of  we  need  to  modify  the  vessel 
to  fish  for  butterfish,  that's  where  a  bank  and  SBA  can  step  to  the 
table.  Where  it's  difficult  is  we  think  things  will  get  better  in  5 
years  and  we're  not  sure  we  can  service  the  debt  even  on  an  inter- 
est-onlv  basis  between  now  and  then. 

But  long-term  financing,  that  is  exactly  what  we  use  the  SBA  for. 
Fleet  is  also,  as  I'm  sure  other  banks  in  the  region  are,  very  active 
in  programs  such  as  the  Mass  Cap  Program,  which  was  initiated 
by  Governor  Weld,  where  there's  a  loan  reserve  pool  and  we've  con- 
tinued to  be  active  in  that. 

But  I  also  think  we  have  to  look  at  the  development  of  other  in- 
dustries. In  Pat  McGowan's  testimony,  he  referred  to  a  company 
which  was  recently  funded,  a  504  loan,  to  do  construction  in 
Gloucester,  the  Wilbur  Tracey  Associates.  Those  other  types  of 
funds  need  to  be  available. 

My  one  concern  is  having  too  many  different  types  of  funds  that 
become  very  narrow  and  fragmented  and  then  someone  who  has 
opportunities  for  other  types  of  employment  and  other  types  of  de- 
velopment, they're  not  on  the  same  footing  as  another  industry.  So, 
you  can  get  into  industry  warfare,  so  to  speak,  and  I'm  concerned 
about  that  as  a  former  Assistant  Secretary  of  Economic  Affairs 
here  in  Massachusetts. 

I'm  concerned  that  we  focus  on  people  and  reemployment,  as  well 
as  industry  stability. 

Chairman  Torkildsen.  Thank  you  for  those  comments.  Did  you 
wish  to  say  anything,  Mr.  Marsh? 

Mr.  Marsh.  Yes.  I  think  that  all  of  us  have  worked  with  situa- 
tions where  there  are  difficult  payment  records  and  currently  I 
think  the  SBA  has  been  very  cooperative  in  even  extending  morato- 
riums where  necessary.  So,  I  think  that  anyone  would  certainly 
work  with  more  comfort  if  there  was  a  5-year  projection  that  some- 
thing was  going  to  happen. 

The  problem  you  run  into  is  if  that  eventuality  doesn't  occur,  are 
you  better  off  or  not.  I  think  that  we  really  have  to  take  a  hard 
look  at  the  number  of  licenses  that  are  out  there  and  try  and  diver- 
sify the  fleet,  get  the  folks  out  of  groundfishing.  I'm  not  sure  how 
you'd  do  that,  but  I  think  it's  important  that  we  get  a  balance, 
which  I  don't  believe  we  have  now. 

Chairman  Torkildsen.  Just  as  a  minor  point  on  that.  The  boat 
buyback — and  not  the  pilot  program,  but  a  real  boat  buyback,  I 
think  will  help  address  that  in  that  you  will  have  individuals  bid- 
ding, sort  of  a  reverse  bidding,  for  what  their  capacity  is  for  the 
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Federal  Government  tx)  sort  of  remove  that  capacity,  because  even 
in  the  most  optimistic  projections,  we  still  have  too  much  capacity 
right  now  and  you  want  to  give  individuals  the  choice  as  much  as 
possible;  which  ones  would  like  to  go  into  different  fisheries,  which 
ones  would  like  to  go  into  totally  different  endeavors,  and  that  cer- 
tainly has  to  be  addressed,  as  well. 

Administrator  McGowan,  while  we've  been  talking  about  pretty 
much  holding  current  loans  or  refinancing  current  loans  right  now, 
the  next  step  is  what  alternatives  are  out  there  that  the  SBA  can 
help  with.  Clearly,  going  into  different  species  requires  retrofitting 
and  the  like  and  obviously  you  have  to  demonstrate  that  your  an- 
ticipated income  will  cover  tne  expenses  of  that  loan. 

How  extensively  is  the  SBA  promoting  loans  either  to  under-uti- 
lized species  or  other  endeavors,  other  economic  activity  than  just 
obviously  the  groundfishing,  which  is  in  dire  straits  right  now? 
Where  is  the  SBA  promoting  that  type  of  transition  assistance 
which  would  be  or  could  be  very  helpful  to  individuals  here? 

Mr.  McGrOWAN.  Well,  it's  specifically — as  you  know,  we  are  Grov- 
ernment  guaranteed  lenders  and  expertise  is  not  in  the  fishing  in- 
dustry. But  through  our  resource  partners — and  I  was  glad  to  see 
Mr.  MacLeod  here,  who  was  a  SCORE  volunteer,  who  has  some  ex- 
pertise in  the  fishing  industry.  I  think  that  part  of  our  focus  as  a 
governmental  agency  can  be  helping  provide  some  of  that  technical 
assistance  where  someone  could  identify  a  species  that  a  fisherman 
could  convert  his  boat  to  and  then  try  to  catch  that  type  offish  and 
then  bring  that  to  us  through  the  technical  assistance  of  our  Small 
Business  Development  Centers  and  the  Service  Corps  of  Retired 
Executives. 

We,  in  fact,  have  the  loan  programs  that  I  believe  will  assist 
these  people  in  the  form  of  our  export  working  capital  loan  pro- 
gram, our  partnership  with  the  Export-Import  Bank,  which  is — we 
will  take  all  of  the  deals  of  less  than  $750,000  and  provide  a  guar- 
antee to  that.  How  does  that  affect  the  fisherman?  If  they  find  a 
foreign  market  for  a  species  and  they  have  got  a  buyer  on  tne  other 
end,  we  could,  in  fact,  guarantee  that  loan  to  them  up  to  90  per- 
cent, up  to  $750,000. 

Our  LowDoc  Program  is  an  excellent  example  of  how  most  of  the 
conversions  to  boats  in  New  England  cost  less  than  $100,000.  If  the 
fisherman,  through  technical  assistance  and  through  working  with 
some  of  our  resource  partners,  could  identify  his  ability  to  repay 
that  loan  and  convert  his  boat  to  go  after  a  different  species  offish, 
then  we  could  make  that  loan  through  our  LowDoc  loan  program. 

I  just  wanted  to  add  that,  in  fact,  we  have  restructured  many  of 
these  loans  internally  outside  of  this  initiative  that  we've  been 
talking  about  here  this  morning  through  our  own  liquidation  folks 
in  district  offices  in  Maine,  Massachusetts,  and  Rhode  Island. 

As  you  know,  part  of  the  new  streamlining  of  SBA  is  to  have  our 
banking  partners  do  most  of  the  liquidation  and  LowDoc  and  in 
some  of  our  new  loan  initiatives,  the  fast  track,  and  so  we  will  lose 
that  ability  to  do  that.  So,  that  may  be  a  consideration  that  we 
have  as  we  review  the  new  proposals  for  SBA. 

But  we  are,  as  you  know,  going  through  a  major  downsizing  ini- 
tiative internally.  But  there  are  several  things  that  we  would  like 
to  help  you  with  as  far  as  technical  assistance.  The  Bryant  College 
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Export  Assistance  Center  in  Bryant  College,  Rhode  Island  services 
all  of  the  Massachusetts  SBDC's  and  can  help  identify  foreign  mar- 
kets for  different  species. 

I  think  one  of  the  things  that  we've  learned  over  the  years  is  that 
what  we  may  not  like  as  a  fish  to  eat,  other  people  in  the  world 
like  very,  very  much.  I  remember,  in  my  own  business  experience, 
starting  off  with  nice  filets  of  halibut  and  haddock  and  then  even- 
tually the  co-op  that  I  was  dealing  with  said  we  don't  have  those 
available  now,  but  we  do  have  white  fish  and  we  do  have  other  spe- 
cies. Eventually  all  of  the  customers  that  we  had  made  the  change 
to  these  different  species  offish. 

So  it's  not  just  here  at  SEA  or  in  the  Congress  or  in  this  commu- 
nity, but  thinking  overall.  As  many  of  your  constituents  eat  fish 
every  Friday  night,  maybe  they  won't — maybe  they  can  eat  a  dif- 
ferent type  of  fish  every  Friday  night  for  the  next  couple  of  dec- 
ades. I  think  that's  part  of  what  we  have  as  a  goal  as  a  govern- 
mental agency,  to  help  make  these  changes. 

Chairman  TORKILDSEN.  Thank  you.  Ms.  Hanratty,  if  we  could 
talk  a  little  bit  more  now  about  your  work  in  New  Bedford  and  use 
of  the  EDA  grant.  As  you  mentioned,  Gloucester  has  received  its 
EDA  grant.  You  mentioned  that  you  thought  it  should  not  be  lim- 
ited or  targeted  to  just  fisheries,  but  should  look  at  economic  devel- 
opment. 

Is  the  New  Bedford  plan  keyed  toward  economic  development? 
Could  you  talk  a  little  bit  more  about  that? 

Ms.  Hanratty.  Sure.  Not  that  it  shouldn't  be  targeted  at  fishing 
industries,  but  rather  to  fully  restrict  all  funds  to  the  fishing  indus- 
try I  think  poses  a  problem,  mainly  because  of  the  lack  of  other  op- 
portunities for  other  industries  coming  in. 

In  the  New  Bedford  instance,  it  is  a  fishing  industries  grant  from 
the  EDA  and  it  is  a  fishing  industry  pool.  But  the  New  Bedford 
Corporation,  which  is  the  warehouse  for  all  of  these  different  pro- 
grams in  New  Bedford,  and  I  recommend  that  approach  rather 
than  having  five,  six,  or  seven  different  entities  or  programs,  trying 
to  house  it  all  under  one  agency  or  setting  up  some  type  of  a  clear- 
ing bureau  that  can,  in  fact,  facilitate  finding  the  right  match  for 
the  individual  and  the  fund. 

But  in  New  Bedford,  it  is  set  up  with  New  Bedford  Corporation. 
It  is,  as  I  said,  $667,000.  What  happens  with  those  loans  is  that 
the  first  initial  outlay  of  those  funds  will,  in  fact,  be  to  the  fishing 
industry,  but  as  the  funds  come  back  in,  it's  a  revolving  loan  pool, 
as  the  funds  come  back  in,  they  can  be  used  for  other  industries 
and  be  a  general  economic  development  loan  pool. 

In  fact,  our  loan  is  to  the  New  Bedford  Corporation  and  we  took 
an  interest  in  the  New  Bedford  Corporation's  general  purpose  loan 
pool  as  a  part  of  that  loan  and  we  made  the  terms  of  the  loan  go 
significantly  beyond  what  we  expect  to  be  the  life  of  the  EDA  Pro- 
gram. So,  this  is  not  for  Fleet  or  for  New  Bedford  simply  a  one- 
shot,  put  the  money  out  to  the  fishing  industry,  get  it  back  and  go 
home.  It's  an  investment  in  New  Bedford  where  the  funds  would 
stay  and  be  available.  It's  also  done  with  the  EDA  grant  at  the 
below  market  rates. 

Chairman  TORKILDSEN.  Thank  you.  Do  you  wish  to  comment,  Mr. 
Marsh? 
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Mr.  Marsh.  In  Gloucester,  we  also  have  an  EDA  ^ant  and  we 
have  the  Gloucester  revolving  loan  fund,  which  has  been  funded  by 
that.  In  addition,  I  believe  about  25  percent  of  the  monev  went  to 
the  Cape  Ann  commercial  loan  fund.  The  Gloucester  revolving  loan 
fund  attempts  to  diversify  the  employment  of  the  industry  so  that 
those  that  are  displaced  can  perhaps  find  jobs  in  shore  facilities  or 
in  alternative  employment  ashore. 

So  the  local  banks  here  have  committed  about  $300,000  to  assist 
or  fund  the  Gloucester  Investment  Corporation,  which  is  another 
layer.  So,  we  actually  have  three  entities  that  are  lending  here. 

Chairman  Torkildsen.  Lending  right  now.  Very  good. 

Mr.  Marsh.  Yes. 

Chairman  Torkildsen.  The  notion  of  cooperation  I  think  is  very 
important,  as  well.  If  I  could  go  back  to  you.  Administrator 
McGowan,  to  ask  in  general,  how  much  does  the  SB  A  stay  in  touch 
with  NMFS  and  other  related  agencies?  While  vou  have  very  dif- 
ferent missions,  this  is  a  case  where  you  really  do  need  to  work  to- 
gether. 

Is  that  contact  on  a  regular  basis? 

Mr.  McGowAN.  No,  it  isn't  on  a  regular  basis,  Congressman.  But 
I  can  tell  you  that  our  proposal  was  drafted  by  a  person  who 
worked  for  the  National  Marine  Fisheries  Service  for  many  years 
and  with  all  of  those  considerations  that  he  had  developed  over  the 
years  in  dealing  with  fishermen  in  this  community  and  several 
communities  up  and  down  the  East  Coast,  those  thoughts  were 
brought  into  place.  Probably  we  should  do  more  communications 
with  the  National  Marine  Fisheries. 

We  are  in  touch  with  the  Department  of  Commerce  about  their 
initiatives,  how  this  rule  is  to  be  implemented  and  what  other  pro- 
grams are  forthcoming.  We're  waiting.  I  know  there  are  some  in 
the  works  now,  but  we  probably  could  do  a  better  job  of  being  in 
touch  with  the  National  Marine  Fisheries  Service. 

Chairman  Torkildsen.  I  would  strongly  ask  that  you  pursue 
that.  It  is  extremely  important. 

Mr.  McGowAN.  We  will. 

Chairman  Torkildsen.  And  all  related  agencies. 

Ms.  Hanratty.  Mr.  Chairman,  there  is  a  program  that — I  don't 
know  that  it  fits  this  industry.  It's  the  New  England  Trade  Adjust- 
ment Assistance  Center,  which  is  funded  through  the  Department 
of  Commerce.  I  happen  to  be  President  of  that.  It's  a  501(c)(3).  It's 
obviously  volunteer.  But  we  have  people  from  all  over  New  Eng- 
land, Connecticut,  Rhode  Island,  Massachusetts,  Maine,  Vermont, 
who  sit  on  that  board,  and  they're  all  private  sector  people,  with 
the  exception  of  the  appointees  by  the  Governors.  Each  Governor 
from  each  State  gets  to  appoint  someone  to  that  board. 

NETAAC  focuses  on  trade-adjusted  industries.  In  order  to  be  eli- 
gible for  the  assistance,  you  have  to  prove  that  you  have  been — 
your  company  has  been — since  it's  individual  companies  who  are 
helped — ^has  been  negatively  impacted  by  trade. 

What  those  funds  are  used  for  is  to  develop  alternative  products, 
alternative  markets,  marketing  collateral,  export  programs,  a  wide 
range  of  things  that  help  create,  in  some  ways,  the  second  genera- 
tion of  that  company.  I  don't  know  that  fishing,  because  of  the  is- 
sues in  fishing  not  oeing  mainly  trade-related,  but  rather  natural 
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resource-related,  I  don't  know  that  fishing  would  fit  there,  but  it 
is  something  that  you  and  your  staff  might  want  to  take  a  look  at 
because  those  funds  are  cost-shared  between  the  company  and  Fed- 
eral Government  on  a  sliding  scale  based  on  how  much. 

So,  in  fact,  it  can  be  a  grant  for  the  total  project,  maybe  $125,000 
or  $150,000,  and  the  Federal  Grovernment  takes  a  portion  and  pavs 
for  a  portion  and  the  company  pays  for  a  portion.  Something  like 
that  combined  with  some  SBA  Programs  and  some  bank  support 
bevond  that  marketing  approach  might,  in  fact,  be  very  useful. 
Wnen  your  staff  takes  a  look  at  the  program,  perhaps  it  could  be 
changed  in  some  way  or  amended  to  include  the  fishing  industry 
and  other  natural  resource  industries  which  have  been  negatively 
impacted  by  something. 

Chairman  Torkildsen.  Thank  you  for  that  information,  as  well. 
We  have  rim  out  of  time,  so  I  will  conclude.  I  would  like  to  ask  all 
of  you  to  be  available  for  any  written  questions  that  may  be  sub- 
mitted. Also,  I  would  like  to  ask  Administrator  McGowan,  while  it's 
not  always  fair  to  discuss  specific  situations,  there  were  two  indi- 
viduals who  testified  before  about  the  difficulty  they  had  with  the 
SBA.  One  eventually  received  his  loan,  one  did  not. 

I  would  hope  that  you  could  follow  up  and  address  at  least  and 
answer  what  their  concerns  were.  It's  not  fair  to  do  so  in  a  hearing, 
but  I  do  think  that  they  do  deserve  a  response. 

I  would  like  to  just  stress  that  the  purpose  of  this  hearing  today 
is  to  see  where  the  SBA  can  help  in  this  crisis  in  the  fishing  indus- 
try. It  by  no  means  has  all  the  answers.  It  is  a  piece  and  only  a 
piece  that  has  to  be  combined  with  grants  from  the  departments, 
with  better  research,  with  more  advanced  notification  to  people  in 
the  fishing  industry,  with  better  coordination  of  help. 

We  are  in  for  a  long-term  problem  here  and  it's  only  by  putting 
together  all  the  pieces  that  I  think  we're  going  to  be  able  to  fit  a 
solution  together.  But  I  do  think  the  SBA  has  a  very  legitimate  and 
significant  role  as  part  of  that  and  I  appreciate  your  testimony  to- 
ward that  and  your  efforts  to  help  resolve  this  dire  crisis  ana  get 
people  back  on  their  way  to  a  sustainable  livelihood. 

So  thank  you  very  much,  thank  everyone  for  attending  today, 
and  this  hearing  is  adjourned. 

[Whereupon,  at  11:35  a.m.,  the  hearing  was  adjourned,  subject  to 
the  call  of  the  chair.] 
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The  Subcommittee  on  Govermnent  Programs  will  come  to  order. 

I  would  first  like  to  thank  my  colleague,  Congressman  Jim 
Longley  from  Maine  for  traveling  here  today.    I  would  also  like  to 
thank  our  upcoming  panels  of  witnesses,  and  of  course  those  in  the 
audience  who  are  concerned  with  the  condition  of  the  New  England 
fishing  industry,  and  its  effect  on  fishing  families.    This  hearing  will 
identify  specific  problems  facing  fishing  families  which  are  small 
businesses  and  address  the  Small  Business  Administration's  role  in 
assisting  the  fishing  industry  and  related  small  businesses. 

As  we  all  know,  much  of  the  fishing  industry  is  comprised  of 
small  businesses  --   fishermen,  dock  owners,  processors,  transporters, 
exporters,  mechanics,  outfitters  and  others.    Each  one  of  these 
businesses  have  been  adversely  affected  by  over-fishing,  the 
emergency  closure  of  Georges  Bank,  and  other  federal  restrictions  on 
fishing . 
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In  December  of  1994  the  Clinton  Administration  closed  Georges 
Bank  for  90  days.    The  closure  has  since  been  extended  until  June  of 
1995.    Future  regulations  recommended  by' the  New  England 
Fisheries  Management  Council  could  likely  continue  the  closure. 

Total  closure  of  Georges  Bank  without  long  range  planning  is  an 
unworkable  solution  to  the  problem.    We  need  a  comprehensive  long 
term  plan  which  identifies  a  multifaceied  approach  to  replenish  fishing 
stocks,  and  assist  small  business  in  promoting  new  markets  for  under- 
utilized species  and  aquaculture.    There  is  a  crisis,  however  we  need 
a  better  approach  to  resolve  the  crisis. 

Last  month  Governor  Weld  asked  the  President  to  declare  the 
Massachusetts  fishing  grounds  as  a  national  disaster.    This 
declaration,  if  endorsed  by  the  President,  will  direct  Federal 
Emergency  Management  Agency  (FEMA)  funds  and  unemployment 
benefits  to  help  alleviate  the  economic  and  social  burden  of  the  crisis. 
I  have  strongly  supported  this  initiative  and  will  continue  to  advocate 
on  behalf  of  the  Governor's  request  in  Washington. 


46 

There  is  no  one  simple  solution  to  solve  the  problems  created  by 
depleted  fish  stocks  and  increased  regulation.    This  hearing  will  focus 
on  what  the  Small  Business  Administration  can  do  to  assist  small 
businesses  in  the  fishing  industry  during  this  time  of  crisis.    As  in  any 
crisis,  we  must  remember  the  human  element,  and  assist  lliose 
families  who  are  suddenly  thrown  out  of  work. 

The  Small  Business  Administration  announced  the  Fishing 
Industry  Loan  Restructuring  Initiative  last  year  which  uses  the  current 
7(a)  program  to  restructure  an  applicant's  existing  debt  currently 
financed  without  an  SB  A  guarantee.     This  program  is  intended  to 
relieve  portions  of  debt  directly  associated  with  the  downmrn  in  the 
industry. 


This  program  sounds  promising,  yet  not  one  loan  has  been 
issued  or  restructured  since  its  announcement.    This  is  one  of  the 
questions  to  be  answered  at  this  hearing  today.    Fishing  families 
deserve  to  know  why  no  loans  have  been  made  from  this  initiative, 
what  steps  must  be  taken  for  loans  to  be  made,  and  what  similar 
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programs  are  available  through  the  SBA  to  small  businesses  in  the 
fishing  industry. 

There  are  many  other  programs  the  SBA  can  initiate  to  help  the 
fishing  industry  through  the  uncertain  limes  ahead: 

First,  the  SBA  must  explore  making  its  assistance  programs 
available  to  develop  new  markets  and  technologies  for  under-utilized 
species.    This  would  enable  some  fishermen  to  get  out  and  fish, 
which  would  in  mrn  help  the  rest  of  business  associated  with  the 
fishermen. 

Second,  the  SBA  should  explore  lending  money  to  small 
businesses  for  the  research  and  development  of  new  technology  to 
assist  the  fishing  community.    For  example,  fishermen  need  a  single 
species  net  or  grate,  similar  to  the  Nordmore  grate  used  in  the  shrimp 
fishery,  or  the  Ardmore  grate  used  in  the  whiting  fishery,  which  will 
help  them  to  catch  a  single  species  without  bycatch.    This  teclinology 
would  enable  fishermen  to  catch  under-utilized  species,  without 
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depleting  otlier  stocks. 

Third,  the  SBA  should  explore  helping  small  businesses  with 
aquaculture  projects.    Aquaculture  must  be  an  integral  part  of  any 
comprehensive  solution  to  the  problems  we  face.    Aquaculture  will 
open  up  opportunities  for  those  who  would  like  to  continue  working 
in  the  fishing  industry  but  realize  that  they  must  diversify  and  employ 
new  technologies  to  harvest  fish.  --      -     • 

These  ideas,  and  many  others  that  we  will  hear  today,  need  to 
be  addressed  by  the  SBA.    However,  the  SBA  should  not  be  alone  in 
the  effort  to  assist  the  fishing  industry.    There  must  be  a  cooperative, 
comprehensive  approach  from  the  Department  of  Commerce,  Labor, 
the  Congress,  and  the  State  governments  to  resolve  this  crisis. 

Now  I  yield  to  the  distinguished  gentleman  from  Maine.  Mr. 
Longley,  for  any  comments  he  chooses  to  make  at  this  time. 
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TESTIMONY  FOR  APRIL  10 r  1995 

SMALL  BDSIKESS  AND  FISHERIES  HEARING 

Submitted  bys 

Dr.  Damon  Cuonlngs 
Dr.  ValecU  Nelflon 

The  fithing  industry  in  Gloucester  that  ia  impacted  by 
the  preaant  crisis  in  groundfish  stQCks  consists  entirely  of 
small  businesses.  Many  of  the  boats  and  shoceeide  facilities 
are  family  businesses  oc  owned  by  individuals.  We  also  hava 
large  corporations  in  Gloucester  involved  in  the  packaging 
of  frozen  fish  products.  They  do  not  use  fish  from  New 
England  and  they  are  not  part  of  the  present  emergency.  Our 
concern  hero  is  the  mainstay  of  the  community*  the  boats, 
Bhoreside  processors,  and  support  facilities  such  as  ice 
plants,  frceserSf  shipyards,  wharves,  and  fuel  dealers  that 
make  up  the  fishing  industry  here. 

Help  is  immediately  required  to  keep  this  small 
business  based  economy  alive.  To  dat«  much  of  the  help 
offered  has  been  ineffective  in  reaching  the  small  business 
sector  that  is  our  concern.  For  example  in  one  case 
enxargency  fisheries  funds  were  directed  to  a  division  of  a 
large  multinational  corporation  in  Gloucester  that  was  not 
Impacted  in  the  least  by  the  emergency.  We  believe  that  a 
focus  on  small  business  needs  would  have  avoided  this 
mistake. 

The  other  eepect  of  the  help  to  date  that  could  be 
Improved  is  the  administration  of  technical  assistance 
grants.  The  people  who  can  best  make  use  of  such  grants  here 
are  again  the  small  businesses  in  Gloucester  who  have  ideas 
to  diversify  Into  other  species  of  fish,  other  fish 
products,  and  aquaculture.  At  present  these  small  firms  are 
struggling  financially  due  to  the  sudden  impact  of  shutdowns 
in  the  groundf ishery.  They  simply  do  not  have  financing  to 
investigate  new  ventures.  Onfor tunately  the  technical 
assistance  grants  allotted  to  date  specifically  exclude 
private  business  from  participation.  They  have  been 
restricted  to  non-profit  corporations  or  alternatively  to 
consulting  firms  and  universities.  As  a  result  only  three 
proposals  were  received  on  the  entire  technical  assistance 
program  in  Gloucester. 

We  feel  strongly  that  program  emphasis  should  be 
directed  away  from  the  large  corporations  and  universities 
that  have  been  major  beneficiaries  of  the  fisheries  program 
to  date,  and  toward  the  small  businesses  that  have  been 
Impacted  by  the  emergency  and  whg  have  the  ideas,  skills  and 
experience  to  address  the  problem.  The  specific  areas  that 
would  helD  are: 
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Technical  ataiatance  in  dsvelopn^ent  pf  new  products. 

Funding  to  lig  boats  for  altatnate  fishaciai. 

Startup  funding  for  ahoreside  faclHtlea  to  shift 
production  to  underutilized  apecies. 

Funding  for  exparimantal  proceaalng  of  fish  waste. 
There  is  no  need  for  fiah  waate.  «very  part  of  the  fish 
can  be  used  if  processing  faollitlea  are  available  to 
make  use  of  the  portions  that  are  commonly  dumped. 

Experimental  fish  handling  techniques.  Boats  and 
shoreaide  faeilitiea  should  be  encouraged  to  invest  in 
modern  handling  techniques  to  increase  quality  and 
shelf  life  of  products.  Refrigerated  salt  water  atorage 
and  processing  in  cool  spaces  aa  well  as  under  water 
should  be  triad. 

Small  scale  Initiatives  in  aquaculture  should  be 
encouraged,  including  not  only  shellfish  and  tank 
raised  fin  fish  but  also  restoration  of  alewife  and 
other  decimated  inshore  stocks. 

Technical  Assistance  grants  ahould  be  opened  up  to 
small  businesses  so  that  they  can  pursue  their  ideas, 
rather  than  turning  the  ideas  over  to  a  consulting  firm 
or  university. 

Bstablishment  of  cooperative  ventures  in  the  fishing 
and  ehoceside  parts  of  the  industry  to  give  the  small 
concerns  some  chance  to  profit  from  vertical 
integration  of  growing,  harvesting/  processing  and 
marketing. 

Emphasis  should  be  on  re-investment  in  the  core,  family 
owned  businesses  that  make  up  the  community  hare, 
rather  than  on  large  corporations. 

The  SBA,  rather  than  agenciea  more  accustomed  to  an 
interface  with  large  corporations,  should  be  considered 
as  an  appropriate  agency  to  administer  these  programs. 

These  suggestions  do  not  require  large  corporations  or 
universities.  They  need  the  attention  of  the  present  small 
bastnesses  that  ace  reeling  from  the  fisheries  emergency.  We 
believe  that  the  SBA  would  be  the  agency  most  approprlace  to 
adminiater  the  program  needed.  The  focus  to  date  has  been  on 
large  corporations  that  hav«  not  been  damaged  by  the  failure 
of  groundfiih  stocks  and  are  not  involved  in  solving  the 
resulting  economic  crisis.  A  redirection  of  fisheries  aid  to 
the  small  businesses  at  the  core  of  the  industry  would  be 
far  more  effective  than  the  present  direction. 
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TESTIMONY  OF  MR,  PASQUALE  FRONTIERRO,  PRESIDENT 
FRONTIERO  BROTHERS,  INC. 
60  COMMERCIAL  ST. 
GLOUCESTER,  MA  01930 


SBA  IS  A  VERY  GOOD  ORGANIZATION.  WHAT  I  FIND  HARD  TO 
ACCEPT  IS  TO  GET  A  LOAN,  IT  IS  HARDER  THAN  A  BANK  BECAUSE  OF 
GOVERNMENT  REGULATIONS  TO  SBA.  NOT  ONCE  BUT  TWTCE  I  WOULD 
HAVE  BEEN  OUT  OF  BUSINESS. 

MY  FIRST  LOAN  WAS  VERY  HARD  BECAUSE  OF  THE  WAY  THEY 
(SBA)  MADE  ME  STRUCTURE  IT.  THE  SECOND  LOAN  IS  A  LITTLE  BETTER 
BECAl'SE  \VT  COMBINED  THE  LOANS  BUT  IT  LEFT  ME  SHORT  OF  FlTs'DS  TO 
nX  MY  WHARF.  WHAT  THEY  (SDA)  DO  IS.  IF  YOU  NEED  $100,000,  THF.Y 
(SBA)  GIVE  YOU  $85,000;  THEN  YOU  HAVE  TO  PAY  LEGAL  FEES,  BANKS 
FEES.  SBA  FEES  AND  OTHER  EXPENSES.  THIS  LEAVES  YOU  SHORT  ON 
CASH  FLOW  AND  IN  THE  HOLE  SO  THAT  ALL  YOU  ARE  DOING  IS  TRYING 
TO  KEEP  YOUR  HEAD  ABOVE  WATER. 

I  THINK  THE  SBA  SHOULD  HAVE  EASIER  RULES  BECAUSE  FIRST  YOU 
NEED  2  BANK  REFERRALS. 

WHAT  SHOULD  BE  IS: 

#1- LESS  PAPERWORK 

t*2  -  EASIER  THAN  A  BANK  LOAN 

#3  -  FLOOD  INSURANCE  SHOI.T.D  BE  OUT  UliERE  NOT  NEEDED. 

(I  CAN  TALK  MORE  ABOUT  THAT  LATER.) 
^4  -  ALL  THIS  FEDERAL  MONEY  TO  FISHERIES  SHOULD  BE  THROUGH 

SBA  AT  LOW  INTEREST. 


THANK  YOU. 

PASQUALE  FRONTIERRO,  PRESIDENT 
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Fleet  Bank 


March  31,  1995 

Jayne  Schraffa 

Congressman  Torkildsen's  Office 
70  Washington  Street 
Salem,  MA  01970 

Dear  Ms.  Schraifa, 

The  following  is  a  summary  of  my  proposed  remarks  at  the  Small  Business  Subcommittee  on 
Government  Programs  to  assess  Small  Business  Administration  programs  that  may  be  of 
assistance  to  the  New  England  Fishing  families  on  the  morning  of  April  10th: 

The  fishing  industry  in  New  England  is  currently  experiencing  severely  hard  times 
given  the  closing  of  George's  Bank  and  the  dramatically  depleted  population  of  the 
desirable  fish  that  inhabit  those  waters.  This  type  of  problem  is  not  only  troubUng 
given  the  recent  history  of  unemployment  in  the  region  but  is  very  difficult  as  we  view 
what  appears  to  be  the  lagging  of  the  New  England  economy  behind  the  rest  of  the 
country. 

As  a  financial  institution  with  a  keen  and  vested  interest  in  the  New  England  region, 
Fleet  has  a  great  desire  to  be  part  the  recovery  of  the  New  England  economy  and 
be  helpful  as  an  institution  to  the  fishing  industry.  As  the  fishing  industry  undergoes 
diflSculties  and  the  industry  contracts,  the  overall  performance  of  the  companies  in 
the  region  has  suffered  Banks  such  as  Fleet  have  a  need  and  desire  to  be  a  vital 
part  of  the  recovery  of  the  fishing  industry  and/or  to  the  evolution  of  the  industry.  The 
role  of  banks  has  historically  been  in  extending  credit.  The  extension  of  credit  is 
based  principally  on  the  establishment  of  a  primary  and  secondary  source  of  repayment 
for  the  loans  requested. 

Traditional  lending  programs  are  based  on  basic  formulas  that  conform  to  repayment 
source  analysis.  It  is,  however,  difficult  to  extend  credit  when  the  financial  performance 
of  the  proposed  borrower  does  not  presem  sufficient  justification  for  such  credit.  Loans 
made  by  banks  are  for  the  ultimate  benefit  of  the  bank's  stockholders  Such  loans  are  made 
with  depositors  fiinds  and  are  subject  to  scrutiny  by  various  governmental  agencies, 
both  state  and  federal.  The  safety  and  soundness  of  the  loans  which  represent 
investments  by  the  banks  must  stand  the  test  of  "risk  analysis".  Loans  to  troubled 
industries  often  require  more  liberal  terms  that  extend  beyond  traditional  standards. 
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Loans  to  the  fishing  industry  would  ftce  harsh  industry  analysis  as  well  as  difficult 
cash  flow  and  collateral  analysis.  Without  some  credit  enhancement,  many  loan  requests 
will  be  unable  to  be  granted.  The  banks,  however,  do  want  to  make  these  loans  in 
order  to  employ  deposited  funds  in  the  most  socially  responsible  way.  New  Small 
Business  Administration  (SBA)  programs  tailored  to  and  earmarked  for  the  fishing 
industry  would  be  of  great  assistance  in  promoting  the  granting  of  new  loans  and  the 
ultimate  restructure  of  existing  troubled  credits.  Also,  SBA  guarantees  that  can  be 
used  in  the  risk  analysis  process  to  minimize  and  mitigate  risk  would  enable  banks 
to  make  more  loans  without  increasing  risk  of  loss  or  increasing  the  level  of  "classified" 
loans  on  our  balance  sheets.  Such  classified  loans  represent  a  penalty  to  the  banks 
in  the  form  of  loss  of  current  earnings  through  the  increase  of  "loan  loss  reserves" 
but  also  reflect  on  the  judgment  and  management  of  the  lender. 

Other  innovative  programs  are  bom  out  of  government  and  private  collaborative  efforts 
such  as  the  fishing  industry  loan  pool  recently  organized  in  New  Bedford.  Through  the 
obtainment  of  a  grant  secured  by  Congressman  Frank's  office  and  a  commitment  by  Reet 
Bank  in  the  amount  of  $675,000,  a  loan  pool  exclusively  for  the  fishing  industry  in  New 
Bedford  has  been  established.  It  is  this  type  of  collaborative  effort  that  will  promote 
creative  solutions  to  the  problems  of  extending  credit  to  troubled  industries.  Wc  all  share 
the  common  goal  of  working  to  solve  our  regional  economic  problems  within  our  resource 
areas  and  to  promote  the  health  and  well  bemg  of  the  New  England  economy. 

Fleet  Bank  is  proud  to  be  a  part  of  the  New  Bedford  fishing  industry  loan  pool  and 
would  look  forward  to  working  with  you  in  crafting  a  creative  solution  to  the  extension 
of  credit  to  and  for  the  fishing  industry  in  your  district  and  all  of  New  England. 


Very  truly  yours, 


Patricia  Hanratty 
Senior  Vice  President 
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Tesiimony  of  Alfred  G.  King,  Jr ,  President 

King  &  Sons  Fishing  Co.,  Inc.  Gloucester,  Massachusetts 

Before  the 

United  States  House  of  Representatives 

Small  Business  Sub-Cornintttee  on  Government  Programs 

Gloucester,  Massachusetts 

Apiil  10.  1995 


Mr,  Cliairman  and  Representative  Longley: 

Thank  you  for  giving  me  the  opportunity  to  present  our  views  on  Small  Business  and  the  Fisheries  . 

Jving  &  Sons  was  organized  as  a  family  business  in  1977.  It  was  operated  by  our  two  sons,  both  of  whom  were 
commercial  fishermen.  The  start  up  capital  came  from  the  family's  savings.  One  son  operated  a  boat  that 
harvested  lobsters  and  fish  (using  traps  and  gill  nets) .  The  other  son  was  responsible  for  moving  the  catch  into 
the  market  There  were  three  lobster  dealers  in  Gloucester  at  that  time.    As  the  business  grew  we  began  to 
purchase  lobsters  directly  from  other  Massachusetts  boats.  In  1994  we  purchased  1,2  million  pounds  of 
Massachusetts  lobsters  from  Massachusetts  lobstermen.  Massachusetts  lobster  landings  for  1994  are  estimated 
to  be  in  the  16  milMon  pound  range    It  would  take  only  13  dealers  of  our  size  to  handle  the  entire  1994 
Commonwealth  landings.  There  are  now  [2  plus  active  dealers  in  Gloucester. 

Historical  Perspective: 

My  relationship  to  the  flshmg  industry  began  when  I  was  employed  by  Gorton's  of  Gloucester  in  1962, 
Gorton's  wa.s  growing.  The  frozen  seafood  industry  was  growing.  Fish,  which  has  a  relatively  short  shelf 
life  in  it's  fresh  state,  could  now  be  frozen,  transported,  processed,  and  stored  for  extended  periods. 
Gloucester,  then  the  largest  Massachusetts  port  (measured  by  pounds  landed)  was  growing.  The  fleets  were 
expanding   Shortages  of  docking  space  and  antiquated  shore  facilities  were  constraining  the  industr>'.  The 
need  for  capital  was  high    That  need  was  readily  supplied  by  both  the  private  sector  and  the  governinents. 
local,  state  and  federal. 

Gloucester  saw  Urban  Renewals  I  and  II.  Industrial  parks  were  created  New  frozen  warehouses  and  seafood 
processing  plants  were  built.  The  harbor  wai-  dredged  to  accommodate  larger  freeze  ships  arriving  from 
Canada.  The  State  Fish  Pier  began  it's  rehabilitation. 
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Gortons  conimucd  to  grow   Other  seafood  companies  were  acquired   The  largest  company  in  Gloucester 
had  now  become  the  largest  seafood  company  in  the  United  States  with  processing  facilities  in  Canada. 
Massachusetts,  Ohio,  New  Jersey,  Florida,  Alabama.  California,  Oregon.  Alaska,  and  South  America.  As 
Gonon's  Diiector  of  Distribution  T  was  responsible  for  the  logistical  t'unctions  of  the  corporation.  Wiich 
simply  staled  meant "  Having  the  right  product  at  tlie  right  place  at  the  rigiit  time"  It  staned  vsith  raw 
materials  and  ended  when  tlie  product  was  delivered  to  the  customer   E.xtensive  long  term  planning  was 
required  and  employed.  This  is  what  we  were  saying  in  1976  havmgjust  completed  The  most  successful  year 
in  our  histoiy 

The  industn,-  faces  an  even  higher  degree  of  uncertainry  than  normal. 

On  the  demand  side  prices  have  been  steadily  rising  on  all  species.  This  places  a  serious  question  on 
the  continued  willingness  of  the  consumer  to  pay  these  escalating  prices  for  fish 
as  compared  to  relatively  lover  stable  prices  for  meat  and  poultrv' 

On  the  supply  side,  the  securing  of  necessary  raw  materials  is  also  subject  to  much  uncertainty 
Reduced  tlsh  stocks  in  the  Gulf  of  St  LawTence  have  forced  us  to  seek  divestitures  of  important 
fleet  and  plant  assets  despite  the  still  critical  need  for  raw  material. 

The  Present: 

The  Canadian  and  New  England  fisheries  are  in  serious  trouble.  They  are  producing  a  fraction  of  what  they 
had  been  when  the  industr,  expanded  and  they  are  not  expected  to  return  to  their  previous  levels  for  years. 
This  has  resulted  in  massive  over  capitalization  within  the  industry   There  are  simply  too  many  boats  and 
too  many  dealers  and  processors  trying  to  chase  too  few  fish.  Further  exploitation  of  the  resource  can  not 
take  place  on  the  basis  of  creating  or  preserving  jobs.  To  do  so  will  result  in  the  total  collapse  of  the 
fisheries  and  any  recovery  w-ill  be  further  delayed.  There  is  an  argiunent  that  we  can  find  and  exploit  under 
utilized  species.  There  is  no  under  utilized  species.  Big  fish  eat  little  fish.  To  target  any  remaining  species 
that  arc  less  plentiful  and  have  little  market  value  as  compared  to  the  stocks  we  have  already  decimated  is  to 
ignore  the  history  of  the  forty  years. 

What  Should  We  Do? 

1.  Refrain  from  putting  any  additional  capital  into  the  fishery.  Let  the  market  place  determine  who 
stays  in  business  and  who  gets  out.  Not  to  do  so  will  cause  further  under  utilization  of  the  assets  presently 
being  employed  and  will  result  in  further  closures  of  existing  companies    SBA  moneys  should  be  employed 
to  divert  people  3wa\  from  the  industr\-  not  into  it.  By  subsidizing  a  business  in  an  already  over  capitalized 
industry  wc  are  assuring  that  the  industrs'  will  remain  weak,  that  wages  will  remain  low,  that  benefits  such  as 
health  care  and  pension  plans  will  be  practically  non  existent.  This  runs  counter  to  everjthing  that  we  ;ire 
trying  to  do  to  improve  society. 

2.  Kstablish  a  review  procedure  for  all  applications  for  an  SB.-X  loan  that  will  give  notice  and  an 
opportunity  for  competing  businesses  and  the  public  to  respond  as  to  the  adverse  or  beneficial  impact  that 
will  be  reali/.ed. 

3.  Reduce  the  amount  of  the  loan  guarantees  to  a  level  that  \\ill  prevent  under  capitalized  ventures 
entenng  or  remaining  m  a  market. 
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In  Summary: 


1  \vould  hope  that  we  can  all  recogtuze  that  we  all  sharu  in  the  responsibility  for  the  collapse  of  the  ocean's 
resources    We  -  not  mother  nature  -  used  our  ■■intelligence"  and  our  "greed"  to  take  from  the  ocean  more 
then  the  ocean  can  give  us.  We  should  not  and  we  can  not  continue  vvith  more  of  the  same.  Money  \snll  not 
solve  this  problem    We  need  to  let  our  free  market  system  work.  The  government  should  take  steps  to 
asgressively  protect  the  resource.  We  have  other  alternatives   Our  marine  resources  do  not. 
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EDWARD  LIMA 

DIRECTOR 

CAPE  ANN  FISHERMENS'  COOPERATIVE 

OF  GLOUCESTER 


31 


Congreeeman  Ter)«ilda«n  »nd  H«mb*rs  of  thA  Commlttca, 

Plrat,  t  w»nt  to  think  you  for  inviting  m«  h«>r«  tr>   apea^c  today 
on  this  iaau*.  My  name  Is  Edvard  Llmi  ind  I  am  th»  DirBctor  of 
th8  Cap*  Ann  Fiah«rjn«ns'  Cooperativo  of  01ouceet»r,  MaaoachuBotta . 
The  Cooperative  is  an  economic  organijatlcn  coinponwd  of  individual 
madium  and  large  fiahin^  oporationa-aaall  buainaaaea.  Thaiaa 
bootovncro  repraaani  th«  oonponant  of  th*  flahlny  flaat  moat 
impacted  by  tha  nawiy  implaaantad  fadaral  rm^^yntianu   on 
groundfioh.  Thay  hava  foraad  thia  organleation  vlth  tha  apaclfic 
mieeion  to  cadirae%  thair  afforta  on  ethar,  vin<l«rutiiizad . 
bpaciaa-in  particular  Dackaral  and  herring-and  not  Just  to  harvaab 
thaaa  apaclao  but  to  open  n*v  aarketa  and  aanuf actura  naw 
producta  from  tham.  However,  all  attampta  by  tha  Coop  to  develop 
thaaa  undarutlllccd  fioharlaa  haa  baan  thwarted  by  a  lack  of 
fadaral  flahariaa  devalopnant  policy. 

Why  ara  thaac  ama Ji-bualnaaa  fiahlng  oparationa  crucial  to 
thia  city'o  economy?  what  ia  ahair  overall  oontribution  to 
thio  community ' a  aeonoaaic  ayatem?  In  rav  riniiara  and  canta .  each 
amall-bualnaaa,  eff-ohoro  vaaaal  rapreaants  over  $400.0(^^.00 
par  year  paid  into  tha  local  aeonomy  for  gooda  and  aarvicaa 
neceaaary  to  aupport  their  omall-buainaaa  oparatlone.  This 
money  aupporta  the  ico  company,  fuel  auppliara,  repair  yards, 
gear  auppliara,  procaeaora,  alactriciana ,  walderi,  grocery 
3torcc,  onglnaera  and  so  on-each  a  araall  hiinlness  In  its  ovn 
right.  Ao  a  roault/  tha  benefits  from  the  reijonrrft  are  used 
to  aupport  a  multitude  of  on-ahore  email  buainaaaea,  each  employing 
local  citizens  and  each  contributing  to  the  overall  economic 
health  of  the  community. 

BuL,  thio  healthy  economic  relationship  between  the  indujjtry 
and  the  community  ie  being  threatened  and  the  potential  efforts 
resulting  from  tho  diaruption  of  thie  economic  r^iationahip 
have  not  been  quantified  in  any  meaningful  vay.  Due  to  the  HAvere 
depletion  of  Olouceater'a  traditional  f lahery-groundf iah-the 
federal  government  has  attempted  to  formulate  and  implement 
policy  to  reduce  fiahing  effort  on  tha  raulti-apeciea  fiahery  to 
conserve  and  rebuild  thoca  depleted  atoctta.  That  federal  policy 
may  be  oound  where  all  species  in  the  region  are  overfished  and 
overcapitiiized  but  for  tha  New  Xngiand  fleet  there  are 
alternative,  underutilized  atocks  in  our  coastal  votara  which 
could  cupport  a  algnificant  amount  of  effort  In  a  auatainable 
wajc-lhose  being  herring  and  mackerel.  Not  only  could  theae  etock* 
support  the  current  level  of  email  busineat  activity  but  nffor 
potential  growth  given  full  dovalopment  of  the  fisheriPR. 
Kriywiiig  thia,  the  federal  policy  ehould  be  targeted  at  deveJoping 
thu&o  fisheriea  and  aupporting  tho  efforts  of  the  Email  butiness 
comrauiiitj^  to  aalzo  the  opportuni  t  iea  kh«  raaourco  may  hold.Th» 
.ihfrtino  or    existing  capital  along  with  additional  capital  should 
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be  the  thruat  of  fcdaral  flshortas  policy  and  mOBt  importantly 
a  plac«  vh«r«  the  SSX  can  pi ly  «  significant  role. 

Riithtr  th»n  a  development  framework  for  this  fi«h«ry,  current 
federal  fi«h«ries  policy  sooms  to  b«  driven  by  an  overs implistic 
•olutlon  to  the  problem  at  hand-that  being  to  reduo*  as  much 
AS  possible  th«  small  bueineases  which  this  industry  is  made 
UP  of  and  apparently  replace  that  with  a  corporate  owned  fnr.taey 
fleet.  Up  to  this  point)  little  fodcrai  aid  has  been  committod  to 
help  the  fleet  and  on-shore  small  businesses  divBr«ify.  "or 
example,  most  of  the  applications  submitted  for  aid  under  tha 
last  round  of  Fishing  Industry  (Jranta  which  wore  geared  towarrt 
redirecting  effort  from  groundfish  to  macKaral  and  herring  were 
not  funded.  These  two  very  abundant  apecies  off«r  the  most 
promise  in  building  a  sustainable  and  diversified  indnafry- 
which  is  in  fact  an  intertwined  set  of  small  huainesses 
supporting  small  businesses. 

The  SBA  can  play  a  significant  role  in  helping  the  small  htininess 
fleet  and  shore-side  services.  As  it  stands,  SBA  Viaa  not  been 
actively  involved  except  to  refinance  boats  which  show  good 
perf ormanee-a  tough  taek  when  beats  are  being  savcrly  reduced 
in  their  flohing  effort.  The  SBA,  given  a  serious  committment, 
to  tha  small  business  fiehing  industry,  can  provide  aBslshanro 
and  support  in  the  following  vaysi 


For  each  boat,  consolidate  and  refinance  at  low-Interest 

over  the  long  term  their  outstanding  Amhr.i 

Develop  a  liut  Of  choraside  small  businesses  elirjlbln  for  aid 

and  refinance  their  debt  with  tha  aame  terms  OS  the  bont.n; 

Develop  a  maritime  industry  component  of  SCORE  which  can 

aEslst  these  small  buslnesaea  with  financial  matters, 

loan  applications  etc.; 

Reduce  the  risk  exposure  to  the  banks  on  those  loans  to  a  minimun 

From  tho  expertiea  of  the  maritime  SCORE  teams,  create 

a  naritimo  inductry  loan  approval  board  rather  than  have  the 

banks  pass  the  loan  to  SBAi 

Bocorao  active  in  financing  new  ehoreside  proceasing  and 

seafood  manufacturing  businesses; 

Stroaallne  the  loan  application  proctR. 


The  SB\  must  recognize  the  fact  that  the  local  fishing  Inductry  Ik 
in  fact  a  sat  of  small  businesses  all  interreln ti»d  nnd  treat 
them  as  a  viable  economic  unit  in  need  of  their  nnsintance. 
SBA  can  play  a  pivotal  role  not  only  to  maintain  th»»  rurroftt 
fleet  and  infrastructure  but  can  provide  the  s apport  now  wh i rVi 
will  create  a  nev,  diversified,  small  bualnass,  suatainable 
industry  for  thic  port.  We  cannot  afford  to  lose  what's  been 
built  over  the  paet  3S0  years,  wo  need  the  reoourcec  to  builH  nn 
1-t  and  coiao  new  oppor  tuni  t  i  oc  .  These  small  bucinessw  nufi^     ynt^r 
help-now. 
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DURING  THE  1965  TO  1980  PERIOD,  LARGE  QUANTITIES  OF  HERRING 
WERE  LANDED  IN  NEW  ENGLAND,  NEW  BRUNSWICK,  AND  NOVA  SCOTIA. 
THE  HERRING  STOCKS  IN  THE  NORTH  SEA  WERE  DECLINING  AND  ON  THE 
VERGE  OF  COLLAPSE.  AS  A  RESULT,  THE  EUROPEAN  MARKET  AND  THE 
EASTERN  BLOC  MARKETS  OPENED  UP  AND  OFFERED  THE  WEST  AN 
OPPORTUNITY  TO  SHIP  LARGER  QUANTITIES  OF  HEADED  AND  GUTTED 
HERRING,  FILLETS,  AND  WHOLE  FROZEN  HERRING  OVERSEAS.  THIS 
ADDED  TO  THE  DEMAND  CREATED  BY  THE  DOMESTIC  SARDINES  MARKET 
IN  THE  STATE  OF  MAINE. 

DURING  THE  EARLY  EIGHTIES  OUR  STOCKS  DECREASED 
CONSIDERABLY  AND  THE  NORTH  SEA  STOCK  REBOUNDED.  THEREFORE, 
WE  LOST  OUR  EXPORT  MARKET.  THE  CATCH  THAT  WAS  AVAILABLE  WAS 
USED  PRIMARILY  FOR  CANNING.  SALTING  AND  MARINATING.  THESE 
MARKETS  HAVE  LIMITATIONS  AND  SUPPLY  A  MARKET  THAT  IS 
PRIMARILY  ETHNIC  IN  NATURE.  FURTHER  QUANTITIES  ARE  USED  FOR 
L(  )BSTER  AND  CRAB  BAIT,  TUNA  BAIT,  AND  FOR  USE  IN  ZOOS  AND 
AQUARIUMS.  EVEN  WHEN  YOU  TOTAL  UP  THESE  SALES  OUTLETS,  IT  IS 
STILL  A  RELATIVELY  SMALL  PERCENT  OF  THE  CATCH  AVAILABLE. 

HERRING  IS  NOT  A  WHITE  MEAT,  LOW  FAT  SPECIES  WHICH  IS  IN 
GREAT  DEMAND  IN  THE  U.S.  FURTHER  IT  HAS  A  SUBSTANTIAL  QUANTITY 
OF  FINE  BONES  IN  A  FRESH  OR  FROZEN  FORM. 

CANADA  HAS  EXPENDED  LARGE  SUMS  OF  MONEY  FROM  ITS 
GOVERNMENT  TO  PROMOTE  AN  EXPORT  MARKET  FOR  MACKEREL,  BUT 
HAS  MET  WITH  LITTLE  SUCCESS.  THERE  ARE  LIMITED  MARKETS  IN 
JAMAICA  FOR  HUMAN  CONSUMPTION;  LOBSTER  BAIT  IN  CANADA,  AND 
CANNED  CAT  FOOD. 

JAPAN  PURCHASES  MACKEREL  FROM  EUROPE.  THE  EUROPEAN 
MACKEREL  IS  FATTER  AND  PHYSICALLY  HAS  THE  SHAPE  OF  A  SMALL 
TUNA.  OUR  MACKEREL  IS  LEANER  AND  "SLEEKER"  PHYSICALLY.  FOR  THE 
MOST  PART.  OUR  BOATS  HAVE  RECEIVED  ON  AVERAGE  $.08  -  $.10/LB  FOR 
FISH  FOR  FREEZING  FOR  EXPORT  TO  CANADA  FOR  BAIT.  LONGLINERS 
ALSO  USE  IT  FOR  BAIT.  AND  AGAIN,  ITS  DEMAND  IS  LIMITED  TO  AN 
ETHNIC  MARKET.  THE  TWO  BEST  OPPORTUNITIES  LIE  IN: 
(1)  RESTRUCTURING  THE  INTRODUCTION  OF  FOREIGN  VESSELS 
(PROCESSORS)  INTO  OUR  WATERS  TO  BUY  FROM  DOMESTIC  BOATS  OR: 
(2)  THE  DEVELOPMENT  OF  A  GOVERNMENT  "FOOD  FOR  PEACE"  PROGRAM 
TO  THE  FORMER  EASTERN  BLOC  OR  TO  THIRD  WORLD  COUNTRIES.  THE 
PRICE  WILL  BE  LOW  -  CANADA  WILL  BE  RIGHT  BEHIND  US  -  AND  THE 
SUPPLY  COULD  BE  ERRATIC. 
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THE  SUPPLY  OF  HERRING  AND  MACKEREL  VARY  GEOGRAPHICALLY 
DURING  DIFFERENT  SEASONS.  THEIR  SIZES  AND  FAT  CONTENTS  DIFFER 
TOO.  USUALLY  THE  FAT  LEVELS  ARE  HIGHEST  DURING  THE  LATE 
SUMMER  AND  EARLY  FALL.  MACKEREL  START  THEIR  NORTHERN 
MIGRATION  DURING  THE  SPRING.  PART  OF  THE  BODY  BREAKS  OFF  INTO 
SMALLER  SCHOOLS  IN  THE  MID-ATLANTIC  AND  IN  NEW  ENGLAND.  WHILE 
THE  REMAINDER  CONTINUES  ON  INTO  CANADIAN  WATERS.  THE  REVERSE 
PROCEDURE  OCCURS  DURING  LATE  FALL.  IT  IS  DURING  THE  MIGRATION 
PERIODS  THAT  THE  LARGEST  CATCHES  MAY  OCCUR;  LIKEWISE,  WHEN 
THE  STOCK  IS  IN  THE  MID-ATLANTIC  AREA  DURING  THE  WINTER. 

EVEN  THOUGH  THE  SCIENTISTS  INDICATE  THAT  THE  MACKEREL 
STOCK  IS  AVAILABLE  IN  RECORD  NUMBERS,  THE  BOATS  CANNOT  CATCH 
RECORD  NUMBERS.  LACK  OF  A  LUCRATIVE  MARKET  MAY  BE  PART  OF 
THE  CAUSE,  BUT  IT  CERTAINLY  IS  NOT  THE  MAJOR  CAUSE.  THERE  IS  A 
DIFFERENCE  OF  OPINION  AS  TO  THE  STOCK  SIZE. 

OUR  DOMESTIC  MARKET  FOR  FRESH  OR  FROZEN  IS  QUITE  SMALL. 
AGAIN,  IT  IS  DARK  MEAT  AND  BONES  THAT  MINIMIZES  DEMAND.  THESE 
BONES  DISINTEGRATE  WHEN  THE  PRODUCT  IS  RETORTED  IN  CANS, 
SALTED.  OR  MARINATED. 

THE  EUROPEAN  MARKET  DEMANDS  A  SPECIFIC  FAT  AND  SIZE 
RANGE  TO  BE  ACCEPTABLE.  FURTHER.  WE  HAVE  TO  COMPETE  WITH 
EUROPEAN  HARVESTERS  AND  PROCESSORS.  GEOGRAPHICALLY.  WE  ARE 
OUT  OF  POSITION  TO  DO  SO. 

IN  THE  PAST.  FOREIGN  PROCESSING  VESSELS  WERE  ALLOWED  TO 
COME  HERE  AND  PURCHASE  FISH  (HERRING  AND  MACKEREL)  FROM 
DOMESTIC  VESSELS  IN  STATE  TERRITORIAL  WATERS  ON  A  "JOINT 
VENTURE"  BASIS  IF  IT  WAS  APPROVED  BY  THE  GOVERNOR  OF  THE  STATE 
INVOLVED.  SINCE  THERE  IS  NO  OFFICIAL  HERRING  PLAN  IN  THE  EEZ, 
JOINT  VENTURES  IN  THAT  ZONE  CANNOT  BE  CONDUCTED.  THERE  IS  TALK 
THAT  CANADA  AND  THE  U.S.  ARE  TALKING  ABOUT  OPENING  UP  GEORGES 
BANK  FOR  A  20,000  TON  JOINT  VENTURE:  10,000  TONS  FOR  CANADA  AND 
10,000  TONS  FOR  THE  U.S. 

PLEASE  REMEMBER  THAT  HERRING  IS  A  LOW-PRICE  FISH  USUALLY 
YIELDING  $.04  -  $.05/LB  TO  THE  BOATS.  THEREFORE,  THEY  HAVE  TO 
CATCH  AND  SELL  LARGE  QUANTITIES  IN  ORDER  TO  MAKE  IT 
WORTHWHILE.  AT  THE  PRESENT  TIME  A  LARGE  MARKET  IS  NOT 
AVAILABLE.  CHINA  AND  THE  PHILIPPINES  ARE  BEGINNING  TO  OPEN  UP 
BUT  THE  PRICES  QUOTED  ARE  IN  THE  $.20/LB  RANGE  DELIVERED.  NIGERIA 
IS  IN  THE  SAME  PRICE  SITUATION,  BUT  HAS  THE  ADDED  REPUTATION  OF 
BEING  POOR  PAYERS. 


62 


ANOTHER  POINT  TO  REMEMBER  IS  THE  "PREDATOR/PREY" 
RELATIONSHIP.  CONSERVATIONIST  AND  ENVIRONMENTALISTS  ARGUE 
THAT  HERRING  AND  MACKEREL  ARE  THE  FOOD  SUPPLY  FOR  WHALES, 
MAMMALS,  AND  THE  LARGE  SPORTS  FISH  SO  THAT  LARGE  CATCHES 
WOULD  PLACE  THOSE  SPECIES  IN  JEOPARDY. 

THE  ONLY  OPPORTUNITY  TO  OPEN  UP  A  LARGE  MARKET  IN  THE 
RELATIVELY  NEAR  FUTURE,  IN  MY  OPINION.  WOULD  BE  THROUGH  AN 
EXPORT  "FOOD  FOR  PEACE"  PROGRAM  TO  THE  FORMER  EASTERN  BLOC 
AND  THIRD  WORLD  COUNTRIES  BY  THE  U.S.  ALSO.  A  REOPENING  OF  THE 
POSSIBILITY  OF  ALLOWING  A  SUBSTANTIAL  INCREASE  IN  FOREIGN 
PROCESSING  VESSELS  TO  COME  HERE  TO  BUY  FISH  FROM  DOMESTIC 
VESSELS.  THIS  WOULD:  (1)  REQUIRE  A  HERRING  MANAGEMENT  PLAN. 
AND  (2)  CREATE  CONTROVERSY  IN  SOME  CIRCLES. 

FINALLY,  IN  ORDER  TO  PROCESS  HERRING  ONSHORE,  CITIES  AND 
TOWNS  WHICH  WOULD  SERVICE  THE  FLEET  WOULD  NEED  SEWERAGE 
TREATMENT  FACILITIES  TO  HANDLE  THE  INCREASE  IN  BOD  (BIO- 
CHEMICAL OXYGEN  DEMAND)  LEVELS.  FURTHER,  CANADA  WILL  ALWAYS 
BE  BREATHING  DOWN  OUR  BACKS. 
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Much  media  attention  has  been  devoted  to  the  sudden  crisia  of  fresh  fish  industry  in  the 
last  six  months.  The  reality  is  that  the  depressed  state  of  the  industry  is  a  result  of  a  decline 
in  fish  stocks  that  has  occurred  over  20  years.  Since  1976  actual  dollar  value  of  fresh  fish 
landings  in  Gloucester  have  declined  without  correcting  for  inflation  while  expenses  have 
continued  to  escalate.  In  short  the  industry  is  suffering  through  a  worsening  cash  flow 
crisis-  gross  stocks  decrease  and  expenses  continue  to  rise. 

Li  my  view  the  problem  is  not  availability  of  funding  from  the  SB  A  or  other  sources,  the 
industry  has  too  many  vessels  to  be  supported  by  the  sustainable  catch.  While  the  industry 
is  over  capitalized-  the  equipment  representing  that  capitalization  is  literally  rusting  apart. 
Absent  a  program  to  re-purchase  vessels  and  licenses  out  of  the  ground  fishery,  the 
contiitued  viability  of  much  of  the  Gloucester  fleet  ii  in  doubt. 

Kfy  experience  as  a  conventional  and  SBA  lender  to  fishing  vessels  is  that  cash  flow 
d^ciencies  cause  vesKl  owncn  to  postpone  maintenance.  Vessels  are  maintained  on  a 
reactive  basis,  maintenance  is  performed  only  when  equipmem  malfunctions.  Equipment 
break  downs  at  sea  limit  trips,  broken  trips  result  in  decreased  stocks.  Working  capital  is 
not  available  for  large  repairs.  Poorly  maintvned  vessels  are  tied  up  awaiting  repairs, 
more  debt  must  be  incurred  to  fish  again.  The  downward  spiral  of  cash  flow  difficulties 
begin  to  consume  the  vessel 

The  SBA  Fishing  Industry  Restructuring  Initiative  assumes  the  fi^sh  fish  industry  can 
comply  with  normal  credit  standards  such  u  sufficient  cash  flow  to  service  debt, 
underlying  collateral  in  the  vessels  to  adequately  secure  loans  and  historic  performance 
which  could  justify  confidence  in  continued  profitable  operation,  The  loan  program  is 
designed  to  provide  the  lender  assurance  that  the  debt  can  be  serviced  comfortably  over 
the  useful  li5i  of  the  asset  financed. 

Unfortunately  the  vessels  that  need  assistance  do  not  have  requisite  financial  strength  to 
qualify.  Cash  flow  is  deficient  to  service  debt,  collateral  value  is  absent,  fUture  income 
stream  is  questionable  because  of  10%  annual  reduction  of  fishing  effort  and  the  vessels 
are  pooriy  maintained.  In  short  no  financial  institution  would  lend  these  vessels  as  there  is 
no  prospect  of  repaymem  or  security. 
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I  believe  any  lending  initiaiivea  must  be  integrated  with  Fishery  Policy  to  be  successful. 
M  with  any  industry  the  introduction  of  funding  to  keep  excess  capacity  operating  will 
have  grave  consequences.  The  ground  fish  industry  must  conserve  its  resources  under 
management  schemes  which  provide  for  sustainable  yields.  Licenses  must  be  reduced  to 
bring  the  fishing  eflfort  in  line  with  susta'nable  yield.  Each  vessel  which  remains  ground 
fishing  must  have  the  potential  to  harvest  enough  fiah  to  be  profitable,  and  that  it  is 
profitable  enough  to  reinvest  in  equipment  to  keep  the  vessel  efiBcient  and  competitive. 


While  I  understand  the  design  of  the  SB  A  Program  waa  intended  to  be  helpfbl  to  this 
distressed  industry,  the  present  conditions  are  the  culmination  of  a  20  year  decline.  The 
problems  are  complex  and  can  only  be  solved  with  improved  conservation  measures  and 
limited  entry.  Refinancing  excess  capacity  in  the  industry,  through  the  SBA  program  will 
only  prolong  the  nmrginal  operation  of  many  vessels.  Any  SBA  initiative  must  be 
coordinated  with  State  and  Federal  nuinagement-regulatory  agencies  with  a  goal  pf 
balancing  fishing  effort  with  sustainable  yield. 
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Testimony  of 

Patrick  K.  McGowan 
New  England  Regional  Administrator 

Before 

House  Small  Business  Subcommittee  on 
Government  Programs 

April  10,  1995 

Good  morning  Mr.  Chairman  and  Members  of  the  Committee.  I  want 
to  thanX  you  for  inviting  me  to  appear  eefore  you  this  morning  to 
talk  about  the  U.S.  Small  Business  Administration's  programs  and 
how  we  can  assist  the  small  business  community  in  general,  and  the 
fishing  industry  in  particular. 

I  am  especially  sympathetic  to  the  challenges  currently  facing 
the  businessmen  and  women  in  the  New  England  fishing  industry.  When 
I  owned  a  convenience  store  in  Central  Maine  I  conducted  business 
with  and  became  friends  with  many  of  the  local  fishermen.  Through 
them  I  learned  how  difficult  this  industry  can  be. 

BACKGROUND 

I  would  like  to  present  some  historical  background  regarding 
the  fishing  industry  which  may  explain  some  of  the  reasons  for  the 
current  difficulties  in  this  industry. 

The  offshore  New  England  fishing  industry,  in  the  1970 's,  and 
earlier,  was  primarily  made  up  of  older,  wooden  fishing  vessels 
employing  outmoded  styles  of  harvesting.  Navigation  and  fish 
finding  technologies,  at  that  time,  were  crude  and  inefficient. 
New  England's  fleet  consisted  of  snail,  family  owned  businesses  in 
contrast  to  the  modern,  foreign  factory  trawlers  that  were  fishing 
within  three  miles  of  our  coastline. 
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Trawlers  from  the  Soviet  union,  Spain,  Italy  and  other  countries, 
used  very  efficient  but  destructive  methods  of  fishing;  harvesting 
millions  of  tons  of  seafood  annually. 

In  the  late  70 's,  in  response  to  growing  protests  from  the 
U.S.  fishing  industry,  regarding  the  depletion  of  our  natural 
resources.  Congress  passed  the  Magnuson  Fisheries  Conservation  and 
Management  Act  (MFCMA) .  This  law  established  the  present  200  mile 
limit,  and  set  up  fisheries  management  councils  to  manage  and 
conserve  our  fisheries  resources.  As  a  result,  foreign  fishing 
vessels  were  prohibited  from  fishing  in  our  waters. 

However,  the  new  regulation  created  an  almost  "gold  rush" 
mentality  as  many  domestic  fishermen  quickly  moved  to  rebuild  their 
fleet,  with  modern  steal  trawlers  and  improved  technology,  yielding 
much  greater  harvesting  capacity. 

At  the  sane  tins,  IRS  rules,  regarding  the  10%  investnent  tax 
credit  and  accelerated  depreciation  on  equipment,  encouraged 
fishermen  and  outside  investors  to  invest  heavily  in  U.S. 
fisheries.  Consequently,  during  the  late  70 's,  and  most  of  the 
80 's,  the  number  of  new  doneBtic  fishing  vessels  incraased 
dramatically. 

Additionally,  new  marine  electronics,  and  better  harvesting 
technologies,  improved  the  efficiency  of  fishing  vessels.  Many 
fishermen  and  investors  enjoyed  record  earnings  and  profits  during 
this  time.  As  a  result  of  the  increased  harvesting  fish  resources 
were  depleted  to  the  point  that  Georges  Bank  had  to  be  closed  to 
allow  resources  an  opportunity  to  regenerate. . .a  process  that 
could  take  years. 
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These  circumstances,  as  well  as  other  factors,  have  brought  us 
to  today's  situation  where  many  fishermen  cannot  catch  enough  fish 
to  stay  in  business. 

SBA  ASSISTANCE 

Over  the  years,  SBA  has  provided  both  financial  and  technical 
assistance  to  the  fishing  industry. 

SBA  has  guaranteed  loans  to  our  participating  lenders  for 
fishing  vessels  and  shore  based  businesses.  Direct  disaster 
assistance  loans  have  also  been  made  when  natural  disasters  have 
occurred,  i.e.  a  hurricane,  storms,  or  an  out-break  of  red  tide.  In 
both  types  of  financial  assistance  the  borrower  is  required  to  show 
realistic  repayment  ability. 

Last  year  the  U.S.  Department  of  Commerce  sponsored  several 
meetings  where  fishing  industry  assistance  was  discussed.  As  a 
result  of  those  meetings,  SBA  modified  its  policy  of  refinancing 
existing  non-SBA  guaranteed  debt.  Prior  to  this  modification, 
called  the  Fiahing  Industry  Loan  Restruoturing  Initiative,  SBA 
required  that  existing  7(a)  loans,  submitted  by  our  participating 
lenders  for  refinancing,  must  have  always  been  in  a  current  payment 
status;  that  is  no  more  than  2  9  days  past  due.  Acknowledging  that 
a  significant  number  of  fishing  industry  loans  could  not  meet  the 
29  day  current  payment  status,  sba  eliminated  it,  but  only  for  this 
economically  depressed  industry. 

However,  SBA  requires  the  existing  lender  to  defer  any 
payments  on  that  portion  of  the  loan  that  cash  flows  of  the 
business  cannot  support.  This  amount  ie  deterroinod  on  a  case  by 
case  basis. 
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SBA  can  also  allow  a  longer  term,  if  the  remaining  life  of  the 
vessel  warrants  it,  to  reduce  the  payments  even  more.  The  program 
also  requires  the  lender  and  saA  to  share,  on  a  pro  rata  basis,  all 
of  the  collateral  securing  these  loans.  It  is  not  the  intention  of 
the  SBA  to  make  this  a  bank  bailout  program,  with  taxpayers  bearing 
the  expense  of  the  losses.  A  copy  of  the  Fishing  Industry  Loan 
Restructuring  Initiative  is  attached  to  my  written  testimony. 

Lenders  have  had  some  interest  in  this  initiative.  However, 
only  one  loan  has  been  approved  to  date  and  it  was  for  a  processing 
plant  in  Alaska.  Some  of  the  reasons  the  lenders  have  not  used 
this  program  are  varied  and  include  the  following:  '' 

•  many  borrowers  have  been  paying  their  loans  as 
agreed;  * 

•  the  banks  hold  enough  additional  collateral  (over 
and  above  the  fishing  veBswl)  including  personal 
guarantees  to  protect  their  loans  without  resorting 

-  .        to  refinancing; 

•  the  future  uncertainties  in  the  fishing  industry 
makes  projections  of  cash  flow  almost  impossible; 

•  and,  in  some  cases,  action  has  been  deferred  in 
anticipation  of  a  vessel  buy-back  program  which 
would  pay  the  loan  in  full. 

Historically,  the  U.S.  Small  Business  Administration  has 
assisted  the  fishing  industry,  including  processors,  wholesalers, 
retailers,  and  commercial  fishing  boats,  through  its  7(a),  504,  and 
Disaster  Loan  Programs. 
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Most  of  SBA's  financial  assistance  programs  are  provided  under 
the  7(a)  Loan  Guaranty  Program.  Under  this  program  the  Agency  can 
guarantee  up  to  90*  of  a  loan  from  a  commercial  lender,  virtually 
all  industries  are  eligible  for  this  program  provided  the  applicant 
business  meets  SBA  size  standards.  For  example,  fish  processors 
cannot  have  a  labor  force  which  exceeds  500  employees,  and 
commercial  fishermen  cannot  exceed  a  three  year  revenue  average  of 
$3  million. 

The  benefits  to  the  borrower  under  this  guaranteed  loan 
program  are:  1)  the  business  may  be  able  to  obtain  a  loan  it  might 
not  have  qualified  for  conventionally;  2)  the  terms  of  these  loans 
are  often  longer  than  through  conventional  financing;  and  3)  the 
major  credit  criteria  applied  to  loans  submitted  under  this  program 
is  the  ability  to  repay;  collateral  is  not  a  major  consideration. 

The  7(a)  LowDoc  Program  ie  ideal  for  buainoeess  needing 
financing  of  $100,  OOO  or  less.  The  SBA  provides  up  to  a  90* 
guaranty  on  these  loans.  The  applications  are  approved  in  three 
days,  and  there  is  reduced  paperwor)c;  what  used  to  be  a  multi- 
document  application  package  is  now  one  page. 

Carrie  Heather  Suchar  of  Mount  Desert,  Maine  received  $50,000 
under  LowDoc  to  harvest  sea  urchins.  Carrie  is  an  open  water 
certified  scuba  diver.  This  loan  will  allow  her  to  purchase  her  own 
35'  lobster  boat  and  as  owner/diver  she  will  be  able  to  retain  100* 
of  her  profits.  She  plans  to  hire  two  additional  sea  urchin  divers. 
Additionally,  Carrie  will  be  able  to  generate  income  from 
lobstering  and  fishing  for  Bluefin  Tuna  during  the  urchin  off 
season. 
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The  504  Program  is  another  type  of  financing  program  offered 
through  the  SBA;  generally  loans  up  to  $750,000  can  be  made  under 
504.  The  objective  of  this  program  is  to  achieve  community  economic 
development  through  job  creation  and  retention.  This  program  makes 
available  long-term  fixed  asset  loans  to  small  businesses.  The 
financing  is  provided  through  a  partnership  comprised  of  a 
combination  of  at  least  three  sources:  -the  SBA,  a  certified 
development  company,  and  a  private  lender. 

Wilbur  Tracey  Associates,  located  here  on  Cape  Ann,  was  a 
recent  recipient  of  a  504  Loan.  They  received  their  loan  through 
the  Massachusetts  Certified  Development  Corporation.  Tho  company  is 
a  job  order  machine  shop  established  in  1980.  The  loan  proceeds 
were  used  to  acquire  land  and  construct  a  facility  within  the  Cape 
Ann  Industrial  Park  in  Gloucester. 

And,  in  Belfast,  Maine,  Ducktrap  River  Fish  Farm,  Inc. 
received  a  504  loan  to  expand  its  current  facility  by  constructing 
a  17,600  square  foot  building  in  the  Belfast  Industrial  park.  It 
will  be  used  to  smoke  and  process  seafood  such  as  trout,  salmon  and 
mussels.  The  loan  allowed  the  business  to  create  10  additional 
full-time  jobs  for  a  total  of  50.  These  jobs  are  significant  to  the 
local  economy  since  Waldo  County  is  classified  as  a  "labor  surplus 
area"  by  the  U.S.  Department  of  Labor. 

Since  October  l,  1992  the  Maasachueetts  and  Main©  District 
Offices  have  made  additional  efforts  to  assist  their  fishing 
industry  borrowers.  For  example,  SBA's  District  Office  servicing 
Divisions  have  restructured  loans  whenever  possible  by  extending 
raaturitlea  or  exchanging  collateral  or  reducing  payments. 
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In  the  Sixth  Congressional  District  of  Massachusetts  the  total 
amount  of  these  restructuring  efforts  to  date  is  approximately  $1.1 
million  whereas  the  amount  statewide  is  approximately  $1.8  million. 
In  the  First  Congressional  District  of  Maine,  the  total  amount  of 
these  efforts  to  date  is  approximately  $1.8  million  whereas  the 
amount  statewide  is  approximately  $2.3  million. 

in  addition  to  our  finance  programs  we  also  offer  a  variety  of 
management  assistance  programs.  They  are  provided,  in  conjunction 
with  our  resource  partners,  to  assist  all  New  England  small 
businesses,  including  the  Massachusetts  and  Maine  fishing 
industries.  ^  .. 

Recently,  personnel  from  SBA's  Massachusetts  District  Office 
and  representatives  from  SCORE  (Service  Corps  of  Retired 
Executives)  and  MSBDC  (Massachusetts  Small  Business  Development 
center)  have  b«en  visiting  the  nswly  •stabliehed  family  centers  to 
counsel  and  assist  area  fishermen.  The  assistance,  which  is 
available  to  boat  owners,  crew  members  and  processors,  ranges  from 
the  identification  of  new  business  opportunities,  to  seeking  new 
markets,  including  export.  The  counselors  assist  in  the 
development  of  business  plans,  teach  about  cash  flow  management, 
and  the  preparation  of  loan  proposals. 

Two  of  SBA's  most  active  counseling  and  training  resources  are 
SCORE  (Service  Corps  of  Retired  Executives)  and  the  SBDCa  (Small 
Business  Development  Centers) .  One  of  our  most  active  SCORE 
counselors  in  the  North  Shore  SCORE  Chapter,  Ed  MacLeod,  testified 
here  earlier  this  morning. 
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The  North  Shore  Small  Business  Development  Center  has 
developed  a  "Gloucester  Workshop  Series",  cosponsored  by  the 
"Fishermen's  Wives  Association",  for  small  businesses  in  the 
fishing  industry.  The  Association  was  represented  this  morning  by 
Angela  Sanfilippo. 

The  ten  session  program  began  March  27,  1995.  Fishermen  may 
attend  all  or  some  of  the  sessions  to  increase  their  knowledge  of 
specific  business  areas.  Participants  may  bring  along  their 
existing  business  plans  so  adjustments  and  improvements  can  be  made 
if  necessary.  There  will  also  be  counselors  available  to  help 
develop  new  business  plans  for  existing  businesses  or  for  possible 
new  business  ventures.  During  the  ten  weeks  various  programs  will 
be  offered  covering  topics  such  as:  financing,  marketing, 
salesmanship,  the  operating  plan,  legal  and  tax  issues,  and 
financial  controls. 

In  Maine  two  SBDC  sub-center  host  sites.  Coastal  Enterprises, 
Inc.  (CEI)  in  Wiscasset,  and  Eastern  Maine  Development  Corp.  (EMDC) 
in  Bangor,  operate  the  Maine  Fisheries  Revolving  Loan  fund.  The 
development  and  revitalization  of  the  Maine  fishiag  industry  has 
been  a  long-standing  program  area  for  CEI.  Though  located  in 
Wiscasset,  their  different  progrcun  specialties  allow  them  to 
service  clients  from  Kittery  to  Rockland. 
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In  conclusion,  the  fishing  industry  is  quite  varied  and  cannot 
be  easily  defined  or  categorized.  Characteristics  of  one  port  are 
most  llXely  very  different  from  another;  not  only  in  what  is  fished 
but  how  and  where. 

Defining  realistic  solutions  to  the  problems  facing  this 
diverse  industry,  which  includes  shore-side  facilities  as  well  as 
the  local  community  is  difficult.  The  9BK  has  offered  and  will 
continue  to  offer  its  programs.  None,  however,  are  designed  to 
assist  small  businesses  facing  dramatic  reductions  of  income  and 
significant  debt  levels.  For  these  reasons,  the  long  term  concerns 
and  problems  of  the  fishing  Industry  need  to  be  addrosaed  in  a 
public-private  sector  partnership  including  the  fishing  industry 
itself,  federal,  state  and  local  governments. 

As  the  Regional  Administrator  of  SBA  in  New  England  I  look 
forward  to  worJcing  with  our  Congressional  delegation,  our  resource 
partners,  industry  representatives,  municipal  leaders  and  others  to 
help  find  workable  solutions  for  this  economic  problem. 

Mr.  Chairman,  this  concludes  my  prepared  remarks.  Thank  you 
for  the  opportunity  to  testify  on  this  very  important  issue.  Now, 
I  will  be  happy  to  answer  any  questions. 
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CAPE  POND  ICE  COMPANY 

104C«mmm.iilSi.,H<-.x440.C51oucester,  MA.  0193 1-0440     Tel.  ("iOH)  2Hi-Ol74  /  283-OlHO     F;ix.  WH-2HV3714 


Tos        CungreasBan  Peter  0.  Torkildsen,  Chnirman 

Snail  Business  Subcomai t tee  on  Government  Prograas 

Fron:      R.  Scott  Menhard,  President  &  Genere]  Manager 

Date:      April  10.  1995 

RE:        SBA  Assiatance  to  the  Fiahlng  Industry 
rield  Hearing,  Gloucaster  City  Hall 

Thank  you  for  the  opportunity  to  apeak. 

Cape  Pond  Ice  la  a  150  year  old  business  that  grew  around 
the  fishing  in  Gloucester.   A  year  ago  we  went  to  the  Snail 
Buainess  Administration  for  help.  Because  of  tight  conditions  in 
the  industry  we  needed  a  loan  guarantee  to  cover  tho  risk  of  a 
proposed  bank  loan.   We  were  turned  down.   This  dismayed  us  -  We 
thought  the  SBA  was  there  to  help  in  situations  like  ours,  where 
a  whole  industry  is  struggling,  looking  for  a  strategy  to 
survive. 

Some  background.   With  fresh  fish,  ice  is  critical  -  tho 
industry  needs  a  reliable,  ample  supply  of  ice.   Our  harbor  front 
plant  can  produce  350  tona  of  ice  a  day.   We  employ  six 
year-round,  and  26-30  during  the  peak  summer  season.   Cape  Pond 
Ice  is  an  important  back-up  resource  even  for  those  with  their 
own  ice  machines.   Boats  and  processors  have  always  purchased  the 
majority  of  our  ice. 

Baceuaa  of  groundfish  declines,  our  fish  ice  sales  to  this 
market  have  been  way  down,  less  than  <0%   of  total  revenue  in  '94. 
Thia  revenue  loss  has  been  partly  offset  by  increased  ice  to 
boats  fishing  for  herring  (lee  is  a  key  rsquironent  for 
underutilized  species  like  herring  and  mackerel).   We  have  been 
somewhat  auccessful  In  finding  other  markets   -  like  retail 
bagged  ice,  produce  growers,  redl-mix  concrete  companies  and  even 
buyers  of  ice  sculptures  -  to  help  cover  overhead  costs,  but 
these  can't  replace  the  fishing  industry  base  of  our  business. 

Like  many  buainesses.  we  routinely  rely  on  bank  support  - 
loana  and  crodlt  lines  -  to  finance  plant  improvementa,  and  to 
pay  operating  costs  during  the  slow  season.   Although  business  is 
tight,  we  have  o  perfect  loan  payment  record  with  our  banks  for 
more  than  ten  years. 

But  when  we  applied  to  our  local  bank  for  a  loan  in  the  fall 
'93,  to  cover  urgent  plant  repairs  and  for  operating  capital, 
they  said  we  needed  a  loan  guaranten  from  th«  SRA.   So  we  applied 
for  an  SBA  guarantee.   And  we  were  turned  down. 
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We  reworked  our  application,  and  re-submitted  it  to  the  SBA. 
And  in  February  '94,  the  SBA  turned  us  down  again. 

In  its  denial  letter,  the  SBA  said  it  was  unable  to  approve 
us  for  the  usual  business  reasons:   slim  profits,  unfavorable 
sales  trends,  inadequate  working  capital.   Because  our  loan 
collateral  is  our  waterfront  property  and  ice  plant  -  so-called 
"highly  specialized"  collateral  -  it  was  considered  inadequate  to 
support  our  loan. 

The  SBA  told  our  banker  (who  had  worked  hard  with  us  to 
prepare  our  loan  guarantee  application,  and  who  thought  that  it 
should  have  been  approved)  that  they  were  concerned  about  the 
iamediate  future  of  the  local  fishing  industry,  and  about  the 
future  of  businesses  like  ours  which  depended  on  the  fishing 
industry,  and  about  the  resulting  anticipated  declines  in 
industrial  waterfront  real  estate  value. 

I  cannot  express  how  difficult  a  position  this  put  us  in, 
at  Cape  Pond  Ice,  one  year  ago  last  February.   We  were  on  the 
verge  of  shutting  down,  our  employees  out  of  work,  and  Gloucester 
without  a  large  ice  plant. 

We  did  manage  to  survive.   We  tightened  our  belts,  staff 
deferred  pay  and  took  temporary  lay-offs.   Tlie  owners  came  up 
with  a  loan  to  meet  payroll  and  pay  the  power  bill.   Our  bank 
deferred  loan  principal  payments,  and  also  made  a  small  new  loan. 
1  am  proud  to  say  that  we  have  serviced  this  new  debt  as 
scheduled,  and  we  have  further  re-invested  In  our  business. 
1994  turned  out  to  be  a  solid  year  financially.   Today,  we  are 
prepared  be  a  part  of  Qloucester's  future. 

But  no  thanks  to  the  government's  SBA.   In  our  case,  fur  the 
time  being,  the  private  sector  solved  the  problem  on  its  own. 

But  the  SBA  should  be  an  active  partner,  with  the  banking 
community,  and  other  Federal,  state  and  City  programs  and 
resources  geared  to  retaining  and  strengthening  key  businesses. 
The  fishing  industry  will  be  condemned,  if  its  vital  services  are 
cut  off,  and  its  infrastructure  dastroyad. 


Thankyou. 


dw3 .b. sba 
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TESTIMONY  OF 

DR.  A.  A.   ROSENBERG  ■ 

NORTHEAST  REGIONAL  OFFICE 

NATIONAL  MARINE  FISHERIES  SERVICE 

NATIONAL  OCEANIC  AND  ATMOSPHERIC  ADMINISTRATION 

U.S.   DEPARTMENT  OF  COMMERCE 

BEFORE  THE 

SUBCOMMITTEE  ON  GOVERNMENT  PROGRAMS 

COMMITTEE  ON  SMALL  BUSINESS 

U.S.  HOUSE  OF  REPRESENTATIVES 

FIELD  HEARING 
GLOUCESTER,  MASSACHUSETTS 
APRIL  iO,  1995 


Mr.  Chairman,  I  am  Dr.  Andrew  Rosenberg,  Acting  Deputy  Regional 
Director  of  the  Northeast  Regional  Office  of  NOAA's  National 
Marine  Fisheries  Service.  Thank  you  for  the  opportunity  to 
provide  information  on  the  current  status  of  New  England 
fisheries  resources  to  the  Small  Business  Subcommittee  on 
Government  Programs.  I  hope  that  I  can  provide  you  an  overview 
of  the  state  of  the  groundfish  stocks  of  this  region  and  their 
prospects  for  recovery  as  a  context  for  your  deliberations  on 
Small  Business  Administration  programs  to  assist  the  family 
businesses  that  depend  on  fish  and  fishing. 

The  groundfish  resources  of  New  England  have  been  the  mainstay  of 
a  commercial  fishing  industry  for  several  hundred  years.  In  the 
past,  both  foreign  and  domestic  fleets  harvested  cod,  haddock, 
flounders,  hakes  and  other  species  on  the  very  rich  fishing 
grounds  on  Georges  Bank,  in  southern  New  England,  and  in  the  Gulf 
of  Maine.  Severe  overfishing  in  the  1960's  and  early  1970's  by 
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foreign  fiBhing  veosele  depleted  many  of  the  important  speciBs, 
most  notably  the  Georges  Bank  haddock  resource.   :n  the  mid- 
1960  'a  total  groundfish  landings  peaked  at  over  700,000  metric 
tone,  but  by  1976,  this  total  was  down  to  around  300,000  metric 
tons.  Haddock  landings  peaked  at  150,000  metric  tons  in  1965,   , 
but  were  leas  than  10,000  metric  tons  in  1976. 

with  the  advent  of  the  Magnuaon  Fishery  Conservation  and 
Management  Act  of  1976,  foreign  harvesting  stopped  and  the 
domestic  fishing  induecry  began  to  expand.   Initially,  the  fish 
stocks  began  to  recover,  but  domestic  capacity  increased  rapidly 
and  the  decline  in  the  abiondance  of  the  principal  groundfish 
speciee,  begun  under  foreign  fishing,  continued.   Currently,  the 
overall  abundance  of  groundfish  resources  in  New  England  waters 
is  at  historic  low  levels,  far  lower  than  when  foreign  fishing 
ceased  in  1976.   Current  groundfish  landings  are  around  100,000 
metric  tons. 

As  the  abundance  of  the  fish  has  declined,  eo  has  the  harvest 
obtained  by  a  fishing  vessel  for  a  day  of  fishing.   Even  with  the 
introduction  of  new  technology,  over  the  last  decade  the  average 
catch  per  day  of  fishing  has  decreased  by  more  than  half.   In 
effect,  fiehere  must  work  longer  and  harder  to  make  a  successful 
fishing  trip  as  the  resource  abundance  decreases.   The  fish 
stocks  that  have  declined  the  moat  are  the  valuable  Georges  Bank 
and  Gulf  of  Maine  groundfish  species  such  as  cod,  haddock  and 
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yellowtall  flounder.   Other,  less  valuabla  fieh  such  as  white 
halcB,  now  compriae  an  increasing  proportion  of  the  carch  of  the 
fleet.   Of  25  groundfish  stock*  in  New  England,  20  are  at  low 
abundance  levels.   The  other  five  stocJcs  ere  at  medium  abundance, 

but  are  of  lower  econorlc  value.        •  -  •  - 

Cf  the  25  BtockB,  19  are  over-exploit«d.   That  means  that  the 
Btocko  will  continue  to  decline  to  even  lower  abundance  at  the 
current  level  of  fishing.   Pishing  preeaure  mudt  be  reduced  in 
order  for  the  resource  base  to  rebuild.  Currently,  the 
groundfish  fleet  harveste  about  60  percent  of  the  available  cod, 
hBddoc)c,  and  yellowtail  flounder  each  year.   To  stop  further 
declines  in  these  important  etocko  this  harvest  rate  would  need 
to  be  reduced  by  half.   To  enable  the  reoovrce  to  recover,  the 
harvest  rate  would  need  to  be  reduced  even  further,  to  about  one 
third  of  the  current  rate.   This  means  a  draatic  reduction  in 
fishing  on  these  three  species  which  have  been  the  mainstay  of 
the  industry.   In  the  short-cerm,  directed  fiahing  on  cod, 
haddock  and  yellowtail  flounder  effectively  would  be  precluded 
and  landings  would  need  to  be  reduced  to  very  low  levels  even  as 
bycatch  in  other  fisheriee.   However,  in  the  long-terra,  as  the 
stocks  rebuild,  landings  will  far  exceed  their  current  levels. 

If  the  harvest  of  cod  and  yellowtail  flounder  is  reduced  to  very 
low  levala  immediately,  the  stocks  are  expected  to  rebuild  to 
Buetainable  levels  ir.  five  to  six  years.   This  is  the  likely 
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acenarlo,  though  with  favorabla  anvironmsncal  conditiona 
rebuilding  could  occur  more  quiclcly.   On  ths  other  hand,  the 
haddock  etock  ies  in  much  worse  ehape  and  can  not  be  expected  to 
rebuild  for  more  than  10  years,  unleas  both  Canadian  and  U.S. 
cacches  are  reduced  to  very  low  levels. 

The  scientific  information  and  examples  from  other  fisheries  here 
and  around  the  world  indicate  that  the  itocki  can  recover  from 
the  current  low  levels  and  yield  much  higher  landings  in  the 
future.   Atlantic  striped  bass  are  an  example  of  such  rebuilding. 
This  recovery  will  only  occur  if  fishing  pressure  is  relieved 
from  Che  principle  stocks.   Any  delay  in  relieving  the  fishing 
pressure  will  likely  significantly  lengthen  the  time  period 
needed  for  recovery. 

In  this  brief  overview  i  h^ve  tried  to  address  only  the 
scientific  picture  of  the  status  of  groundfieh  resources  as 
background  for  the  subcommittee  discussions.   I  want  to  emphasize 
the  gravity  of  the  situation  facing  the  fishing  families  who 
depend  on  theee  resources  for  their  livelihoods. 

Thank  you,  Mr.  Chairman.   This  concludes  my  testimony.   T  would 
be  happy  to  try  to  answer  any  questions  you  or  Members  of  the 
Subcommittee  may  have  with  regard  to  the  condition  of  th«  acocka. 
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My  name  is  Angela  Sanfllippo.  I  am  President  of  the  Gloucester  Fishe'men's 
Wives  Association.   Thank  you  for  inviting  me  to  testify  today. 

My  organization  was  established  in  1969  to  advocate  and  promote  the 
Gloucester  and  New  England  fishing  industry  and  to  Improve  the  quality  of  lite  of 
active  and  retired  fishermen's  families. 

Gloucester  has  been  a  fishing  pert  for  the  past  371  years.  Through  the 
centuries  the  flahing  industry  has  changed  many  times.   The  people  of  the  fishing 
community  in  Gloucester  have  always  come  from  a  variety  of  ethnic  bacxgrounds 
such  as  Canadian,  Finish,  Yankee,  Portuguese,  with  most  cf  the  present  fishing 
population  of  Italian  descent.  Today  Gloucester  has  27,000  residents,  52%  are 
Italian-American.  40%  of  the  residents  derive  their  livellhocds  from  the  flshmg  industry 
or  commerce  dlrectty  related  to  fishing-   processing  plant  workers,  lumpers,  ice 
providers,  truck  drivers,  electricians,  gear  suppliers,  fuel  suppliers,  bankers,  welders, 
divers,  accountants,  lawyers,  engineers,  railways  (dry  docking),  cold  storage, 
refrigeration  sen/icing,  sun/eyors,  etc. 

According  to  the  National  fwlarlne  Fisheries  Service  there  are  322  permitted 
vessels  for  the  groundfish  fisheries  alone  m  Gloucester.   These  vessels  employ  826 
fishermen    Dete.mnlnation  of  the  number  cf  people  employed  directly  or  indirectly  by 
these  322  vessels  is  arrived  at  in  a  standard  manner  by  multiplying  the  number  of 
fishermen  by  five  i  Employing  this  method  allows  us  to  discover  the  number  of  people 
impacted  by  the  present  groundfish  crisis  in  Gloucester. 

826     working  fishermen  X  5  employed  ■  4,130 

500     wives  of  these  fishermen  «*     5CX) 

1,000      children  «   1,000 


Total  Number  of  People  Impacted  "   5,630 

All  322  of  the  Gloucester  vessels  permitted  to  harvest  groundfish  are  family 
owned  businesses  which  are  incorporated  in  the  State  of  .Massachusetts.   A  bread- 
based  coalition  which  has  come  together  with  the  Gloucester  Fishermen's  Wives  to 
do  strategic  piannmg  for  our  industry  has  identified  a  high  priority  for  these  smail 
businesses  to  diversify,  to  employ  new  gear  and  new  s:ate<f-tne-art  on-board 
equiomert  to  handle  fish  In  ways  that  preserve  highe.'  quality,  and  to  build  new  kinds 
of  business  partnerships  to  market  new,  diverse,  and  higher  quality  seafood  proaucts. 
Yet  these  small  businesses  do  not  have  access  to  the  capital  they  need  to  pursue 
these  avenues. 

Last  Summer  I  met  together  with  a  group  of  captains  and  otner  communiry 
leacers  with  the  Northeast  Region  Acting  Regional  Director  cf  the  National  Manne 
r 'Shenes  Sen/ice,  Allen  Peterson    I  asked  Petersen  w.'-y  he  thought  our  vessel 
owners  were  unable  to  access  creoit  through  any  banks.   He  said  "Wnenever 
fishermen  go  to  the  banks  tor  a  loan,  the  banks  call  me,  and  1  tell  them  not  to  give 
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them  the  '.cans  because  there  is  no  fish."  Yet  NaUonal  Maine  Rsnenes  Service  stocK 
assessments  indicate  that  there  i«  an  abundance  of  aite-nate  species,    indaeo,  these 
alternate  «tock8  should  be  managed  to  avoid  overfismng,  so  let's  get  on  with  it. 
Instead  we  get  an  agenda  of  divestment  where  NOAA  would  rather  spend  SICO  to 
$150  million  buying  out  vessels  wtiich  would  leave  us  with  rcthlng  but 
unemployment,  while  we  could  Invest  that  money  in  new  state-ol-lhe-art  gear, 
processing,  and  emart  marketing  which  would  produce  a  new  economically  ceneficial 
and  modem  industry    We  do  not  oppose  a  limited  buy-out  as  part  of  a  solution  to  a 
problem,  but  wa  do  not  see  It  as  any  centerpiece  soluiion  tc  the  present  fishenes 
crisis. 

Amendment  #7  to  the  Multi-Species  Plan  and  Amendment  #5  to  the  Lobster 
Plan  now  under  development  by  the  New  England  .-ishenes  Management  Counc:l  are 
concerned  with  rebuilding  traditional  stocks  i!ke  cod,  haddock,  and  yellowtajl 
flounder,  and  protecting  a  healthy  lobster  fishery.   Tne  severe  restrictions  these  new 
rules  will  impose  on  our  fleet  only  underscore  the  crif  cal  need  for  us  to  examine  and 
make  available  eatery  possible  alternative  to  keep  our  Iccal  fleet  afloat  so  that  it  will  be 
around  when  traditional  stocks  rebuild    Othenwise  the  eccnomic  benefUs  of  our 
sacrifices  for  conservation  will  be  taken  away  by  some  outsice  interest  rather  than 
stay  here  they  belong  In  our  coastal  communities.    The  question  that  keeps  coming 
up  is  this:  who  are  we  saving  the  fish  for  if  we  do  not  do  something  to  help  the 
fishermen  and  fisheries  related  businesses  to  survive? 

The  Small'  Business  Administration  can  help  by  making  loans  directly  to 
fishermen  or  ailied  fisheries  related  businesses  ttiat  are  Impacted  by  new  regulations. 
Fishermen  including  boat  owners  and  crew,  processors  and  other  businesses  that  are 
organizing  to  create  opportunities  in  harvesting,  processing,  or  marketing  the  non- 
traditional  or  under-appredated  specie*  need  access  to  credit  and  capital.     Small 
business  entrepreneurs  need  assistance  to  install  new  equipment,  refrigeration,  and 
state-of-the-^irt  c^ear  to  l.mprove  quality  and  promote  conservation  practices. 

Finally,  wtiile  helping  small  business  people  in  the  fishing  Industry  is  essential 
to  saving  this  Industry,  keeping  Its  economic  benefits  tied  mto  our  local  economy, 
presen/ing  the  cultural  heritage  this  industry  embodies,  as  wen  as  promoting  the  long- 
term  conseivation  interests  of  our  local  fisheries  resource  it  must  be  said  that 
encouraging  investment  in  small  fisheries  related  businesses  alone  will  not  be 
enough.    Promoting  small  fisheries  businesses  must  be  accompanied  by  reasonable 
tine-frames  in  the  rebuilding  schedules  of  cod,  haddock  and  flounder  in  the  new 
regulations  under  development  as  well  as  substantia,  govemment  investment. 

Our  organization  and  the  many  other  people  working  with  us  through  our 
Vision  2020  Process  are  prepared  to  assist  you  and  all  government  decision  makers 
to  coo'dinate  the  work  that  must  be  done  to  accomp.ish  cur  goals. 

Thank  you. 
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Dear  Congressman, 

Thank  you  for  the  opporCiinity  to  speak  on  the  issues  of  Sniall  Business  Assistance  to  the 
fishing  conrmunitics.  During  the  past  couple  of  yeare  we  in  the  fishing  industry,  as  well  as 
unluukerv,  have  been  (xmfui$ed  by  (he  mixed  and  conlradicling  managcmenl  requirement 
direction  we  should  take  in  our  business  practice.  I  Jnder  Amendment  5  we  were  tnld  to 
diversify  into  other  fisheries  and  markets,  then  fi-amcwork  changes  and  emergency  actions 
were  instituted  to  keep  up  with  scientific  assessments.  And  now  the  promise  of 
Amendment  #  7    has  thrown  even  alternate  fishing  practices  into  a  hazy  mist  of 
utu;ci1ainly.  How  can  a  smaD  business  make  decisions  and  inveslmcnls  with  Ihis 
uncertainty? 

My  family  has  been  in  the  fishing  business  for  over  70  years  and  as  fishing  cycles 
and  change  in  marketing  have  come  we  have  adapted  to  them.    Wc  were  brou^t  up  by 
our  jtather  in  the  inshore  fisheries  on  his  vessel  and  gjven  the  opportunity  to  turther  our 
education  and  if  needed  always  left  the  door  open  to  come  back  to  fishing.  One  brother 
Sal,  went  on  to  a  higher  education  and  has  today  a  Ph.d  in  Biology.  Tommy,  ray  younger 
brother  aiound  197S-1979  got  the  itch  to  buy  a  boat  iu  which  my  fatlier  tiied  to  talk  him 
out  of,  but  he  was  determined.  Not  wanting  his  son  to  go  it  alone  nty  dad  and  Tom's 
fadiet^in  law  became  partners.  After  checking  into  ways  to  finance  a  vessel  mctuding  a 
long  and  complicated  S.B.  A.  loan  the  local  bank  arranged  a  more  favorable  interest  rate 
and  payment  schedule.  John,  would  end  iq>  skipper  the  family  boat  as  my  father  quit  to 
take  care  of  our  mother's  healtiii  and  finally  relax  a  little.  Myself  1  lud  gone  to  college  a 
couple  of  years  (69-7 IX  and  fishiitg  summers  but  was  unable  to  find  protnistng  work  in  my 
field.  Returning  to  that  open  door  to  join  my  family  business  until  my  need  to  try  out 
dififcrent  fishing  styles  led  me  to  oflfshore  fishing  for  a  few  years.    During  this  time  I  was 
given  a  chance  to  run  an  inshore  vessel  for  a  member  of  my  family.  And  after  a  year  my 
f after  suggested  that  we  shoiild  buy  the  boat.  My  father  and  1  became  partners  and  went 
to  (he  loud  bank  lu  check  into  financing.  I  suggested  we  apply  fur  a  S.B.A.  Loan  but  he 
wmikln't  hear  of  it  because  of  his  previous  experience  with  them.  The  local  bank  was 
again  able  to  come  to  our  needs  and  at  a  con\petitive  rate  and  payment  schedule.  Now 
many  years  and  a  few  different  boats  have  come  and  gone,  we  are  still  in  the  commercial 
fishing  business  but  there  arc  rrujor  changes;  increasing  insurance  rates,  costs  of  suppUcs 
and  repairs  arc  skyrucketing,  and  bank  financing  lor  (he  fishing  community  has  aO  but 
dried  up  because  of  recent  regulations  and  dwindling  key  stocks. 

There  is  much  gloom  on  the  horizon  but  wc  as  an  important  community  industry 
can  survive.  Alternate  specie  fisheries,  aquaculturc  and  rairacuhurc  and  markets  will  sprout 
and  trained  protessiona)  people  will  be  needed.  S.B.A.  programs  designed  to  handle  the 
special  requirements  of  shoreside  facilities  and  vessels  will  need  the  backing  of  the  financial 
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community  to  set  iq>  loans,  line  of  credits,  consolidation  of  debts,  as  weU  as  research  and 
development  to  handle  future  redirected  efforts.    Some  will  say"  Why  help  a  dead 
hotBC?".  WeU  this  dead  horse  still  employs  thousands  of  people  today.  And  as  a  good 
fiiend  told  me  "God  closes  one  door  «id  opens  i^)  another".  Shouldn't  wc  walk  through 
itl 


rd  be  happy  to  answer  any  questions  you  may  have  of  me 

»h  J 
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TESTIMONY  OF 
MAYOR  BRUCE  TOBEY 

Chairman  Torkildsen  and  Representative  Longley,  I  am 
pleased  to  welcome  you  on  behalf  of  the  City  of  Gloucester  to 
today's  field  hearing  of  the  House  Small  Business  Committee's 
Subcommittee  on  Government  Programs. 

All  of  us  in  the  City  appreciate  your  being  here,  and  we 
respect  \'our  sincere  interest  in  working  on  behalf  of  our 
fishermen  and  their  families.  That  being  said,  however,  let  me 
make  one  thing  clear:  neither  more  nor  new  and  improved  SBA 
loan  programs  are  what  we  need. 

Tiie  Gloucester  fleet  is  generally  over-capitalized  as  it  is. 
and  too  many  of  our  boats  are  already  overburdened  with  debt. 
That's  why  none  of  us  help  our  fishermen  by  wrestling  with  SBA 
loan  programs,  well-intended  but  of  little  use  thus  far.  in  a  \'ain 
effort  to  make  them  part  or  all  of  the  solution. 

And  there  is  no  silver  bullet  solution  to  the  problems  of  our 
fisheries.  It  is  a  solution  with  many  parts.  Let  me  share  my 
sense  of  some  of  them  with  }ou. 

A  critical  first  component  is  more  transitional  federal  grant 
aid.  targetted  to  benefit  entrepreneurs  and  fishermen  rather  then 
savvy  grantswriiers  —  we  preserve  an  industry  and  create  jobs  b}' 
creating  investment  pools  to  modernize  shoreside  equipment    : 
and  facilities  and  by  retrofitting  vessels  for  entry  into  the 
sustainable  harvesting  of  abundant  bi.l  underutilized  species. 
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Here  in  Gloucester,  we  have  been  able  to  run  Economic 
Development  Administration  grants  through  local  re\ol\  ing 
loan  funds  to  leverage  funding  for  a  number  of  va'uable  .-  : 

shoreside  and  vessel  investment  opportunities  —  \\c  need  your 
help  so  we  can  do  even  more. 

Second,  market  development  assistance  is  critically  needed. 
For  example,  mackerel  and  herring  stocks  are  strong,  but 
domestic  markets  are  not.  Federal  procurement  and  foreign  aid 
programs  could  pick  up  the  slack  while  those  markets  are  being 
built.  Magnuson  Act  re-authorization  should  require  this. 

And  on  the  subject  of  the  Magnuson  Act  —  if  the  Act  is  to 
be  reauthorized,  it  must  reflect  more  balance:  the  preservation  of 
fish  resources  needs  to  be  conducted  no  longer  in  isolation,  but 
also  with  an  eye  towards  saving  an  equally  endangered  species: 
the  American  fisherman. 

Third,  wastewater  treatment  considerations  continue  to 
hamper  value-added  fish  processing  —  fully  75%  of  the  jobs 
which  the  fishing  industr>'  could  produce  are  in  processing, 
packaging,  and  marketing.  But  Clean  Water  Act  discharge 
standards  and  the  costs  of  pretreatment  cripple  the  growth  of  this 
source  of  jobs. 

The  same  federal  government  which  mandates  these 
pretreatment  requirements  must  provide  funding  assistance  to 
meet  them,  just  as  criticalK-needed  Clean  Water  Act 
re-authorization  should  provide  desperately-needed  regulatory 
relief 
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Fourth,  a  vessel  buyback  program  is  needed  as  a  last  resort 
for  fishermen  who  others  ise  face  tmancial  ruin.  Current  pilot 
programs  simply  don't  go  far  enough  —  and  the  Senate's 
proposed  approach,  which  contemplates  only  50%  federal 
funding  and  fmancing  the  balance  by  taxing  the  catches  of  those 
W'ho  remain  in  the  fisheries,  is  both  inadequate  and  unfair. 

I  hope  that  these  suggestions,  together  with  those  you  will 
shortly  receive  from  others  here  today,  will  assist  you  in  your 
deliberations.  As  you  go  about  your  work  on  this  subject  -- 
work  which  we  greatly  appreciate  —  the  City  of  Gloucester 
stands  ready  to  work  with  you  to  restore  the  health  and 
economic  vitality  of  our  domestic  fisheries. 

Thank  you  for  your  consideration. 
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COMMENTS  FOR  SMALL  BUSINESS  HEARING 
CONGRESSMAN  PETER  TORKILDSEN 

FROM 

Rep.     Tony     Verga 

5th     Essex     District 

Massachusetts      House      of      Representatives 

Commonwealth      of      Massachusetts 

April     10,     1995 

I  am  pleased  to  be  able  to  submit  these  comments  to  Congressman 
Torkildsen  and  the  other  distinguished  members  of  this 
Congressional  Committee  on  the  Small  Business  Administration.  I 
regret  that  I  am  unable  to  make  these  comments  in  person.  My 
duties   as   Representative   require   that   I   be   in   Boston   at  this   time. 

I  cannot  overemphasize  the  importance  of  small  business  generally 
to  the  economy  of  Gloucester  and  Cape  Ann.  It  has  been  said  many 
times  that  every  fishing  boat  leaving  the  Port  of  Gloucester  is  a  small 
business.  As  the  former  Executive  Director  of  the  Gloucester 
Fisheries  Commission,  I  understand  and  appreciate  the  financial 
challenges  of  operating  a  fishing  boat.  These  small  businesses  need 
access  to  the  capital  and  technical'  assistance  that  is  provided  so 
effectively  by  the  Small  Business  Administration.  Unfortunately,  not 
all  of  these  services  are  available  to  commercial  fishing  vessels.  By 
regulation,  the  SBA  does  not  guarantee  loans  to  fishing  vessels  under 
the  7(A)  Guarantee  Program.  Loan  guarantees  have  traditional  been 
the  responsibility  of  the  National  Marine  Fisheries  Service  (NMFS). 
However,  this  source  of  capital  for  boats  is  very  limited  and  cannot 
address  the  needs  of  the  entire  fleet.  Moreover,  NMFS  does  not 
possess  the  same  depth  of  experience  in  serving  and  understanding 
the  needs  of  small  businesses  as  does  the  SBA.  Finally  NMFS  also  has 
the  responsibility  of  managing  the  fisheries.  This,  in  and  of  itself,  is  a 
tremendous  responsibility.  I  would  suggest  that  loan  guarantees  are 
better  left  to  the  small  business  lenders  and  the  regulation  of  the 
fishing   stock  be   left   to   National   Marine   Fisheries   Service. 

I  would  also  like  to  draw  this  committee's  attention  to  the  seafood 
processing  sector.  Conventional  wisdom  states  that  the  entire  fishing 
industry  is  in  trouble  because  of  the  depletion  of  fishing  stock.  This 
is    simply    not    true.       The    seafood    processing    sector    is    strong    and 
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leading  the  economic  revitalizalion  of  Gloucester.  Two  growing  firms 
are  prepared  to  invest  nearly  $4.0  million  dollars  and  locate  on  the 
Gloucester  State  Pier.  Other  firms  look  forward  to  the  development 
of  the  Blackburn  Industrial  park  so  that  they  can  expand  without 
having  to  leave  Gloucester.  There  is  tremendous  foreign  and 
domestic  demand  for  seafood.  Anyone  who  attended  the  Boston 
Seafood   Show   could   see   the    incredible   vitality   of  this   industry. 

The  SBA  is  already  helping  one  firm  to  locate  on  the  State  Pier 
through  its  504  program.  I  believe  the  SBA  can  do  much  more  for 
the  processing  sector.  In  particular,  the  SBA  must  do  more  to  make 
its  programs  known  to  processors.  Now  is  the  time  to  come  to  the 
assistance  of  this  critical  sector  within  the  seafood  industry.  Without 
the  shoreside  demand  generated  by  processors,  there  will  never  be 
a  revitalized  fishing  fleet  in  Gloucester  or  the  Northeast.  The  SBA 
could  have  a  pivotal  role  in  the  growth  of  the  processing  sector  in 
cities  like  Gloucester,  New  Bedford  and  Portland.  The  specific 
recommendations  that  I  would  make  to  SBA  with  regards  to  the 
needs  of  the   processing   sector  are  as  follows: 

•  Have   an   outreach   program   specifically   tailored   to   the   needs 
of  the   processing   sector. 

•  Develop   a   technical   assistance  program   to   help  processors 
understand   the    necessity   and   costs   of  bringing   their 
plants  up  to  HACCP  Standards. 

•  Help  new  and  expanding  processors  to  develop  business  plans 
ands  markets  through  SCORE  type  program  that  is  specifically 
aimed    at   new    processors. 

Finally,  I  would  like  to  take  this  opportunity  to  invite  all  the 
members  of  the  committee  to  participate  in  a  task  force  that  has 
been  formed  by  Senator  Bruce  Tarr  and  myself  which  will  be 
specifically  looking  at  ways  in  which  the  educational  institutions  and 
resources  of  the  Commonwealth  can  be  utilized  for  the  creation  and 
expansion  of  marine  related  industries.  Agencies  like  the  Small 
Business  Administration  could  have  critical  role  in  this  effort  and  I 
look    forward    to    further    collaboration. 


Thank  You 
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For  years,  Gloucester's  identity  has  been  closely  linked  with  the  fishing 
industry.   From  the  time  when  the  early  settlers  and  immigrants  took 
advantage  of  the  area's  geographic  location  and  natural  resources,  the 
community  was  built  around  the  waterfront  and  eventually  developed  into  the 
most  productive  seaport  in  the  nation.   However,  over  the  past  quarter 
century,  and  especially  the  last  few  years,  some  parts  of  that  industry 
have  steadily  declined.   Fish  stocks  have  been  depleted  and  the  area's  most 
productive  fishing  grounds  have  been  closed  down. 

The  closing  of  Georges  Bank  has  had  a  direct  effect  on  Gloucester's  small 
businesses,  and  not  only  on  those  who  rely  on  the  fishing  industry  for 
their  sustenance.   The  most  obvious  impact  is  upon  those  businesses  who  are 
directly  associated  with  and  suppliers  to  the  fishing  industry.   The  group 
that  I  am  focusing  on  are  those  who  do  not  have  such  a  direct  connection 
but  still  feel  the  consecuences  of  a  downturn  in  the  fishing  industry. 
This  group  includes  the  retail  merchants,  restaurants,  and  other  small 
business  owners. 

Small  businesses  on  or  near  the  waterfront  and  downtown  have  seen  a 
distinct  drop  in  business  relative  to  the  decline  of  the  fishing  industry. 
There  are  not  as  many  workers  on  the  waterfront,  and  those  who  still  make 
their  livelihood  in  the  fishing  industry  are  not  generating  the  incomes 
they  had  in  the  past.   As  a  result,  downtown  merchants  have  lost  a  core 
group  of  customers  they  had  come  to  rely  on.   Workers  are  no  longer  taking 
their  lunch  breaks  or  fulfilling  their  shopping  needs  in  the  downtown  area. 
Many  of  the  current  businesses  are  struggling  to  survive.   Retailers  across 
the  state  and  the  country  are  rebounding  from  the  gloomy  years  of  the 
recession.   Gloucester's  retail  district  is  not  experiencing  this  same  rate 
of  revitalization. 

To  make  matters  worse,  the  crisis  in  the  industry  has  made  lending 
institutions  reluctant  to  venture  into  business  loans  with  anyone  in  the 
area.   Real  or  perceived,  Gloucester  has  gained  the  reputation  of  being  an 
economically-strapped  area  that  is  a  risky  investment. 

The  problems  in  the  fishing  industry  have  also  been  a  contributing  factor 
to  the  decline  of  commercial  property  values  on  and  near  the  waterfront. 

Small  business  owners  are  facing  foreclosure  on  their  properties  because 
their  values  have  dropped  below  the  values  of  their  loans.   These 
businesses  are  trying  to  adjust  to  Gloucester's  changing  economy,  but  are 
at  risk  because  of  one  industry's  decline. 
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